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"IT don’t like that 
sign, Mr. Watts!” 


«ZOU mean that sign in the Main Street 
window? What about it?” 

“It says ‘Silex with Stove—$4.95’.Why, 
thatstove alone is worth a window!” 

“Wha-at? A stove’s a stove, isn’t it?” 

“Not that stove. You see, it’s SELF- 
TIMING!” 

“What does that mean?” 

“Tt means that the water and the coffee 
are kept together just the right number of 
seconds #o make perfect coffee every time.” 

“But doesn’t any coffee maker do that?” 

“That’s what you think! No other coffee 
maker has a self-timing stove. It’s a pat- 
ented feature of Silex. So you can’t guar- 
antee perfect coffee every time with any 
other brand!” 


‘«‘But you cav guarantee it with Silex?” 


“Tl say you can, Mr. Watts—and you 
SHOULD!” 


“Then I’ll say we will! Get hold of tha 
display man and the advertising manager, 
We're going to feature SELF-TIMING 
SILEX!” 


“That’s the stuff, Mr. Watts. And don't 
forget it’s the self-timing stove that makes 
women use their Silex every day — that’s 
an average of 87 KWH a year per meter!” 


Perfect Coffee Every Time! 


That’s the tip-off. Your Silex representa. 
tive would like to help you plan a pro- 
motion on this exclusive Silex feature that 
will put more KWH on your load. 





Every Electric Silex has a Self-Timing Stove! 


Just shut off the current when the water gets up and Silex 
brings it down...as perfect coffee! It’s an exclusive Silex 
feature—patented so it can’t be copied. Good reason why wo- 
men want the stove when they buy Silex (and that boosts sales 
totals—electric models priced from $4.95 to $29.95). Good 
reason, too, why they ase the stove when they take it home. 
(And that adds KWH to your load!) Illustrated —“ Saratoga” 
Electric, $6.45 retail, 8-cup size, ivory trim. 


PYREX BRAND GLASS USED 


EXCLUSIVELY 
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GLASS COFFEE “MAKER 


TRACE ARK RECISTERED WS PAT OFF 


SILEX COMPANY. . HARTFORD, 
Creators of the Glass Coffee Maker Industry 
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Barber Burner 


BARBER Conversion BURNERS 


FIT Any Size or Shape Furnace or Boiler 


@ Barber Gas Burners, with a 
direct, perfectly controlled flame 
of 1900° temperature on at- 
mospheric pressure, thoroughly 
“scrub” the walls of the fire 
box. Listed in A.G.A. Directory 
of Approved Appliances. Write 
for catalog and price list on 
Conversion Burners, Appliance 


Burners and Regulators. 


Installed in Square Type 
Installed in Round Boiler Boiler 


E BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland, Ohio 


e BARBER&S?2<“SBURNERS~ e 


For Warm Air Furnaces, Steam and Hot Water Boilers and Other Appliances 
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It's 
ALL FACT 


and 
NO FICTION! 


The straight story 


on mechanical addressing 


This book may prove an eye-opener 
to you. It discloses many facts you 
should know about modern mechanical 
name and data writing—vital information which has probably 
never before been brought to your attention. Short, terse, to the 
point, it nevertheless covers every angle of comparative costs, 
speeds, flexibility, etc., of existing methods. When you've read 
it you'll have the straight story on what’s been going on in ad- 
dressing equipment development, what today’s new trend is, and 


why. It was personally written by the head of the Elliott 


Addressing Machine Company, for your executive consideration. 


Kindly request your copy on your 


business letterhead. 


THE ELLIOTT ADDRESSING MACHINE 
COMPANY 


157 Albany Street Cambridge, Mass. 





<«« Oshkosh Water Department, Oshkosh, Wis. 
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Pages with the Editors 


A the SEC moves along in its reorgani- 
zation program under the celebrated §11 
of the Holding Company Act, the privately 
owned utility industry seems to be of two 
minds about conforming with SEC demands 
for “integration.” 


PERHAPS it would be more realistic to say 
that the industry is hoping to take two bites 
out of the cherry. First, there is the implied 
challenge contained in the recently filed reply 
of the Engineers Public Service Company, 
which observers freely predict will result in 
a new court battle over the constitutionality 
of §11 as administered by the SEC. Three or 
four years ago such a court battle might have 
aroused keener interest in nonutility circles. 
But now the opinion widely prevails, rightly 
or wrongly, that the Supreme Court of the 
United States, as presently constituted, is 
quite likely to give a “green light” to § 11. 


Or course, the court may ultimately limit 
the interpretation of that provision by the 
SEC in certain specific cases. But this would 
take considerable time. So it is not surprising 
that, having thus cast their legalistic anchor 
to the windward, holding company executives 


M. L. SINDEBAND 


Despite modern legislation, horse-and-buggy 
technique is still being employed in corporate 
reorganization proceedings. 


(SEE Pace 515) 
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are now busy exploring the numerous and 
puzzling possibilities of “conformance” with 
$11. The task might be considerably easier 
if the SEC had laid down a detailed pattern 
as to what would and what would not be per- 
missible. But this, of course, is impossible, not 
only by very nature of the ‘subject matter in- 
volved, but for economic and political reasons 
which are too obvious to need discussion. 


Anp so the holding companies go on work- 
ing out this tentative plan and that tentative 
plan with the end in mind that one of these 
alternative programs may fill the bill to the 
satisfaction of the SEC and without undue 
violence to the interest of private owners and 
management. 


¥ 


| Repesaes? any definite guides as to the broader 
questions of compliance with § 11, it may 
be helpful at this point to accumulate at least 
a more efficient tool kit for effecting reorgani- 
zations which may eventually be ordered. In 
other words, even though everyone seems to 
be pretty much in the dark as to how serious 
the actual surgical operations on the various 
holding company systems may turn out to be, 
it would be a wise precaution to collect and 
prepare efficient instruments for doing the job 
as neatly and as quickly as possible. 


ONE such instrument, which seems to be 
badly needed right now, is a short cut in the 
actual mechanics of holding company reor- 
ganization. It stands to reason that if and 
when holding company systems are to be sub- 
stantially reorganized, assets will have to be 
shifted, new companies brought into existence, 
and existing organizations dissolved. 


In the leading article of this issue we pre- 
sent an interesting plan for dealing with the 
numerous factors and equities involved in such 
situations in a relatively short time and with 
a minimum of effort. This plan is not, of 
course, proposed as any absolute substitute 
for detailed regulatory investigation. But it 
could be useful as a handy slide rule, to meas- 
ure what might be done in working out vari- 
ous combinations of corporate reorganiza 
tions. At least, as a great potential time saver, 
we thought this suggestion was worthy 0 
study and analysis in regulatory and industrial 
circles. 


M. L. SrnveBanp, author of this opening 





FOR SAFETY, DEPENDABILITY AND ECONOMY SPECIFY 
J&L SEAMLESS IN YOUR POWER PIPING INSTALLATIONS 


ith J&L Seamless Pipe carrying the load, you are sure of the utmost 
in safety. There can be no failure at or near a weld... for there are no 
velds ...n0 weak spots. 

Installations in power and manufacturing plants all over the country 
pre proving the merits of J & L Seamless. The piercing and rolling process 
by which Jones & Laughlin manufactures Seamless Pipe literally rolls 
extra life and extra strength into every length of J & L Seamless. 

Gain the extra advantages . . . the longer life... the greater safety... 
hat J&L Seamless Pipe gives you. 

Make your maintenance dollar go farther. Specify Jones & Laughlin 
beamless Pipe for all your power and process needs. Write for a copy of 


bur pipe handbook SP4. 


Y 
ONES & LAUGHLIN STEELCoRPORATION (|W). 
AMERICAN IRON AND STEEL WORKS STEEL 


y of PITTSBURGH, PENNSYLVANIA 


strial 


&L— PARTNER IN PROGRESS TO AMERICAN INDUSTHE 


ening 
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8 PAGES WITH THE EDITORS (Continued) 


article, is now a consulting engineer in New 
York city. He graduated from Columbia Uni- 
versity (EE, ’07), is a Fellow of the Ameri- 
can Institute of Electrical Engineers, and a 
director of Utilities Power & Light Corpora- 
tion. Evidence of impressive operating back- 
ground is shown in Mr. SINDEBAND's former 
executive posts as vice president of the Ameri- 
can Gas and Electric Company, American 
Brown Boveri Electric ‘Corporation, Ohio 
Electric Power Company, Reserve Power & 
Light Company, and Columbus, Marion & Dela- 
ware Electric Company. 


¥ 


NOTHER recent regulatory development 

which has public utility executives liter- 
ally scratching their heads has been the trend 
towards a system of automatic, detailed ac- 
counting. This has been variously described 
as the Continuing Property Record (in New 
York state), the Perpetual Inventory system 
(Wisconsin), and by other names elsewhere. 
Probably there are some mechanical differ- 
ences between these systems, but the objective 
seems to be about the same. 


THE objective, in other words, is to carry 
property accounting refinements to such a 
point that utilities will live in a sort of sta- 
tistical goldfish bowl, enabling regulatory 
authorities at any time and upon short notice 
to determine the fair value of a utility’s 
property. The idea sounds good in the abstract 
but, like many improvements, it all costs money. 


In this issue we present an article by a 
sympathetic expert on the subject of Contin- 
uing Property Records which poses an in- 
teresting question. Is it not possible that some 
utility companies, which might otherwise be 
disposed to restrict their compliance with the 
admittedly expensive new requirements, are 
stopping just short of the point where the 
new accounting system could be of consider- 
able benefit to the companies themselves? If 
so, what is the best way to go about setting 
up, within the utility industry, mechanics for 
obtaining the greatest benefits to be derived 
from Continuing Property Records? 


THE article by JosepH B. KLAINER (start- 
ing page 535) undertakes to outline a general 
program under just such circumstances. Mr. 
,KLAINER, a native of Milwaukee, Wis., gradu- 
ated from the Massachusetts Institute of 
Technology in engineering administration in 
1935. He is also a graduate lawyer from the 
North Eastern University Evening Law 
School (’31), and a member of the bar in 
Massachusetts. He has had considerable back- 
ground and experience in various accounting 
and auditing capacities. He engaged in special 
rate case analyses work in New York between 
1932 and 1939. During that time he made spe- 
cial studies for the public service commission 
of the state of New York. He is now associated 
in consulting service with Maurice R. Scharff, 
New York city. 
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JOSEPH B. KLAINER 


Continuing Property Records are bound to 
prove of more importance, regardless of 
valuation theories. 


(SEE Pace 535) 


AS this issue goes to press,- committees of 
both chambers of Congress are engaged 
in efforts to draft some kind of an acceptable 
bill which will provide for tax payments by 
the TVA to local authorities in the southern 
states where it operates. However, as this ses- 
sion of Congress wears on towards an ex- 
pected early close in June, chances seem to 
be increasing that any such bill is likely to 
get ensnarled in the last-minute jam before 
adjournment. 


THE House Military Affairs Committee is 
struggling with several bills reflecting differ- 
ent shades of opinion as to what the tax lia- 
bility of the TVA ought to be. If no version 
of legislation is enacted at this session, the 
controversy over displacement of tax revenues 
previously derived from private utilities as 
the result of TVA operations is going to con- 
tinue. An article in this issue discusses the 
various viewpoints recently made known to the 
House Military Affairs Committee. What do 
the local authorities want? What does TVA 
want? What is the general Federal taxpayer's 
stake in this controversy ? 


Anprew Barnes, author of this article (be- 
ginning page 527), is a veteran Washington 
newspaper correspondent who has followed 
closely Washington developments in connec- 
tion with this particular TVA problem. 


THE next number of this magazine will be 


out May 9th. 
—_—! 
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PROTECT YOUR CONTINUING PROPERTY RECORDS 


Millions of people have tickets in this sweepstake’s drum— 
nd it’s fun to gamble—but can you afford to lose with the stake 
our continuing property records? The experience of a recent 
ublic utility that lost tons of records in fire says “NO”! Your 


udgment says ““NO”! 


So do this: Investigate the facilities of Remington Rand 


ee for affording the protection you need 


or records. Here are three suggested methods of protecting 
ontinuing Property Records. 
ERTICAL RECORDS: House in Sare-Cross-Fies. 2,3,4, 
t 5 drawers. Offer 30-minute or 60-minute “‘point-of-use” 
rotection. Space for up to 50,000 5x3 cards in a single file. 
OOSE LEAF RECORDS: Store near “point-of-use” in SAFE- 
ABINETS su plying safety during fire for up to 4-hours. Sizes 
ary to match all needs. . 
ABULATING RECORDS: A special 5-drawer SAre-FILe 
ith ten distinct drawer-compartments will contain upward 
f 40,000 tabulating cards in convenient proximity to the 
nachines and supply 60-minute fire protection. 

WRITE TODAY 


Simply write and ask for detailed plans for protecting Continuing 
operty Records and the other vital statistics you need for profitable 
isiness Operation, Be safe when fire strikes! 


Remington Rand Inc. 
Buffalo, N. Y. 


Heavy insulation on all sides, 


The convenience of a 


drawer heads insulated, ton- 
gued, grooved and gasketed 
make each drawer a separate 
fire retardant safe! 


file plus the safety of 


SaFE - CABINET. 
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reorganization, 515. 


company 


Rate base as limitation on utility’s earning 
ability, 516. 


Earning ability limited by regulatory control, 
517. 


Estimating potential earning power of 
porate properties, 518. 


cor- 


. Potential corporate equities, 520. 
Claim against corporate earnings, 522. 


Theoretical reorganization of Utilities Power 
& Light Corporation, 524. 


TVA tax hangover, 527. 


Local taxation of government corporations, 
528. 


TVA’s position on tax replacements, 530. 
TVA: 


Continuing property records for regulatory ac- 
counting, 535. 


investment or rat hole, 533. 


Task of setting up continuing property records 
system, 537 


Value of trained personnel, 539. 


Development of general distinction between 
maintenance charges and capital charges, 541. 


Cost analysis, 542. 
Wire and wireless communication, 545. 


co 
In Financial News 


Business turns the corner, 548. 

Standard Gas and Electric, 548. 

Utilities becoming “stock-minded,” 551. 
Section 11 headed for the Supreme Court, 552. 
Associated Gas & Electric, 552. 

Charts, 553. 


In What Others Think 
Technological unemployment—a fact or a 
fallacy, 554. 


A Canadian looks at the new St. Lawrence 
seaway, 556. 


Is the public utility concept obsolete, 559, 


* 
In the March of Events 


Municipalities seek to join integration pro- 
ceedings, 562. 

Chamber discusses resources, 562. 

Buys Elephant Butte power, 562. 

FPC halts gas inquiry, 562. 

Japanese industry hurt, 562. 

News throughout the states, 563. 


¥ 


In The Latest Utility Rulings 
Bond issue for treasury reimbursement and 
property additions exempted by SEC, 570. 


Coéperatives not public utilities subject to 
commission powers, 570. 


Utility may lease private property without ap- 
proval of commission, 571. 


Obligation of connecting telephone company 
after termination of contract, 571. 


Magazine articles and dissenting opinions on 
prudent investment yield to statute, 572. 


Substitution of new gas type illegal without 
commission action, 573. 


Federal Power Commission reports on cost of 
Safe Harbor project, 573. 


Miscellaneous rulings, 574. 
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Lowest Cost?... NO! 
Highest Quality? 
emphatically YES! 


La 8 ies 


or a VULCAN VALVE HEAD, LG-1 
rence 


* 
The Vulcan Automatic Valve Operat- SES 
ing Head is an advanced development 
159, for the high and ever increasing higher 


pressure and temperature conditions 
encountered in modern steam plants. 

implicity is the keynote in design and S @] @] T B L ©] WwW & R S 
onstruction. A piston valve steam 
ctuated thru a pilot valve provides 


positive operation—makes Vulcan 


ats teas Ge De tae —are built with but one object—to provide industry 





Ks a ida ee ee with the highest quality equipment of this type it is 
possible to build. Every steam plant offers new 
problems in soot removal—Vulcan Engineers have 
successfully solved thousands of such problems. 
Vulcan installations are soundly designed, individually 

ngs | : designed to do. their work efficiently and economically — 
: Sia to cut fuel costs and provide real savings 
ct to [) VULCAN VALVE ASSEMBLY in steam production. 

ut ap- 





ulcan Valves of completely corrosion 
istant materials and stainless steels 
npany e designed for immediate accessi- 


lity; they are so successfully de From the desks of design and tayout 


aa i@ned that of thousands in use no engineers to drafting room to factory 
72. Ive of this type has ever failed in craftsmen and to field service, Vulcan 
soak a > * — a permits personnel takes pride in providing a per- 
thou oa watadherice Beste sets cl sonalized installation, built co exacting 

¢ > break—no opening or closing aghinst standards for long service and economical 
ost ol eam pressure—no regrinding of operation—backed by a record of lowest 


Ives is ever required—valve packing maintenance. Ask the Vulcan Engineer 
betigaoied = bes mea = representative why Vulcan must build 
Q Ww ulcan pioneer Under ; 

m Supports which have eliminated 0 Cir aR 
rpage of elements. VULCAN VALVE DETAIL 





ulcan Soot Blower Corporation * Dubois, Pa. 
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Remarkable Remarks 


“There never was in the world two opinions alike.” 


—MONTAIGNE 








“The public ownership issue has retarded for a decade | 
our industrial program.” 


¥ 


... there is nothing to indicate a growth in Diesel 
stationary power compared to expansion in utility 
service.” 


“ 


¥ 


“Social legislation, once a civic enterprise concerned 
with the welfare of all workers, has become a battle- 
ground for organized groups under opposing banners.” 


¥ 


‘.. . broadcasters seem to be afflicted or near afflicted 
with acute juridical jitters, complicated by commission 
concussion and legislative locomotor ataxia.” 


¥ 


“Whereas ten years ago eleven citizens in gainful em- 
ployment supported one government agent or ward, today 
these same eleven support three on the government pay- 
roll.” 


‘ 


¥ 


“There has been a certain tendency in the radio in- 
dustry toward monopoly—not monopoly in terms, neces- 
sarily, of a single company, strictly a monopoly, but more 
in the nature of a duopoly.” 


¥ 


“I see no [campaign] issue there. Everyone is agreed 
on them [western irrigation and power projects]. They 
are developments that are vital to the development of the 
Northwest.” 


¥ 


“I believe it [freedom of economic enterprise] results 
in more efficient business management, in lower prices to 
the consumer, in more opportunity and better working 
conditions.” 


% 


“In our determination to play for the long-term inter- 
est of our companies and of the country at large, we 
must constantly resist the natural temptation to run to 
government.” 


12 
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Burroughs 
PUBLIC UTILITY BILLING MACHINE 


1 


Burroughs Billing Machine 
writes bill and office record, fur- 
nishes a journal, and automati- 
cally accumulates totals of 
revenue classifications, rate 
blocks, etc. 


Automatically warns operator if 
a mistake is made in computing 
consumption in the meter book 
or in entering reading and con- 
sumption figures on the key- 
board. This eliminates the need 
for checking consumption 
figures before writing bills. 


The Short-Cut Keyboard en- 
ables operator to enter two sets 
of figures (such as gross and net 
amount) on the keyboard, and 
depress operating bar—all at the 
same time. 


Figures are automatically re- 
peated by the machine on both 
stubs and ledger. 


Bills completed are automati- 
cally ejected and stacked in 
correct billing order. 








* 
. 


Whatever plan is used—Bill and Ledger, Stub, 
or Register Sheet—this new Burroughs will do 
the job with greater speed, simplicity and ease 
of operation. And bills and records will be 
neater, more accurate, more complete. 

Many municipal utilities also use this machine 
to write delinquent bills or to create a collec- 
tion stub at the time of billing, thus speeding 
up collections and reducing the number of 
delinquent accounts. 


Investigate. Ask your local Burroughs office to 
demonstrate the many automatic features that 
make this new Burroughs outstanding for 
municipal utility billing. Or mail the coupon 
for complete information. 


MAIL THIS COUPON TODAY! 


Burroughs Adding Machine Company 

6242 Second Boulevard, Detroit, Michigan 

I would like complete information about the new Burroughs 
Public Utility Billing Machine. 


Name 
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14 REMARKABLE REMARKS—( Continued) 
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“These [Federal corporations] . . . practically con- 
stitute a gigantic fourth branch of government.” 


¥ 


“Why try to cure the ills of too much bureaucracy by 
adding more bureaus and more bureaucrats ?” 


¥ 


“No city can afford to give itself away on a silver 
platter to any and all industries and survive.” 


* 


“Our company may not be technically in the business 
of transportation, but none the less the business of trans- 
portation has become our business. The body cannot say 
to the arteries, ‘Your welfare is no concern of mine,’” 


a 


“T am frank to state, and I am in sympathy with Bon- 
neville, that I do not think it would be right for the gov- 
ernment to go into competition and ruin any investments 
made by private individuals, and it was never intended by 
the act that any such thing would happen.” 


¥ 


“Perhaps our country’s source of statesmen for the fu- 
ture will be the industrial statesmen that we develop now. 
Business in the future will, without doubt, be more im- 
portant than politics and trained industrial statesmen will 
be needed to carry out laws for social betterment.” 


¥ 


“Many of us have acquired the habit of thinking that 
the real struggle of man has been along political lines, 
but a little reflection will bring the conviction that politi- 
cal instrumentalities have been but a means to an end. 
There can be no political freedom where economic free- 
dom is lacking.” 


5 


“There is nothing which so completely discourages the 
growth of private business as government competition, 
and it is impossible to compete with an institution which 
has no need of balancing its budget. In the TVA, in cer- 
tain parts of the housing program, and in other fields, 
the government has gone into business itself.” 


> 


“When we come down to the talking about public 
morality in the handling of public money, I find it difficult 
to make a distinction in my mind between Tom Pender- 
gast taking a million dollars out of the Kansas City 
treasury, and Missouri river promoters inducing the 
United States to waste $200,000,000 on trying to make 
the Missouri river navigable.” 
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GET THE MOST 


OUT OF YOUR 


CCOUNTING SYSTEM 


A good mechanical accounting system costs money 


... particularly for equipment and operation. Don’t 


jeopardize your investment by using inferior paper 


for forms. Byron Weston Company, leading manu- 


facturers of rag content ledger and record papers, 


makes two papers expressly for machine book- 


keeping and card record systems. They are: 


WESTON’S 
MACHINE POSTING 
LEDGER 


A 50%.rag content paper for fast, effi- 
cient machine bookkeeping. Has the 
“backbone” to take constant handling 
without getting dog-eared and without 
drooping or sagging in the tray or binder. 
A special finish makes typing smear- 
proof and facilitates high speed filing or 
sorting. Available in Buff, subs. 24, 28, 
pag 36 and in White, Blue and Pink, 
sub, 32. 


J WESTON’S 
q MACHINE POSTING 
INDEX 


The stock for index and card systems. 
Writes and erases like a fine ledger 
paper, has the snap and strength for 
years of constant, hard service and a 
special finish that takes clean, sharp, 
smudgeless type impressions. Available 
in Buff, White, Blue, Ecru and Salmon 
in 180 M, 220 M, 280 M and 340 M and 
in Pink 180 M—basis 2544 x 3044. 


BETTER FORM 


Weston’s Papers, a magazine of ideas and information about 
paper, tells how to improve forms and printed pieces. To 
receive copies regularly, write BYRON WESTON CO., 
DALTON, MASS., Dept. C. 


WESTON’S PAPERS 
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Left —Elesco Super- 

heater with elements 

connected to headers 
by welded joints. 




















Elesco Girth Superheater designed for 
Horizontal Return Tubular Boilers. 








Elesco Superheater 

with elements con- 

nected to headers by 
ball joints. 
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)FISUPERHEATER EXPERIENCE 


AT YOUR DISPOSAL 











When it comes to _ super- 
heater selection, the man who 
is contemplating new steam 
generating equipment has 
many advantages to gain 
from the long and varied ex- 
perience of the engineers who 
design and craftsmen who 
build Elesco Superheaters in 
the largest plant in the world 
devoted exclusively to the 
manufacture of superheaters. 

Familiar to many engineers 
today are the principal fea- 
tures of Elesco construction 
which explain the widespread 
preference for Elesco Super- 
heaters and the admitted 
leadership of Elesco design. 

Less familiar, perhaps, is 
the great variety of C-E ex- 
perience with every conceiv- 


COMBUSTION 


200 MADISON AVENUE 


able type of superheater ar- 
rangement, an increasingly 
important design factor which 
materially influences _per- 
formance. 

And, this experience is not 
limited to certain types and 
sizes of boilers. It not only 
embraces many of the world’s 
largest high-pressure, high- 
temperature units, but it also 
covers the requirements of 
the medium and even the 
smallest boilers to which 
superheaters are applicable. 

A new catalog, just issued, 
tells all the advantages of 
Elesco design. It also illus- 
trates modern superheater 
arrangements for virtually all 
types of boilers. Write for 
your copy. 


ENGINEERING 


NEW YORK, N. Y. 


C-E Products Include All Types of Boilers, Furnaces, Pulverized Fuel Systems and Stokers; also 
Superheaters, Economizers and Air Heaters 
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“Let’s build lines that will stand the strain of 
erowing demands for power” 









































KILOWAT HOURS 






























































How about the additional loads your appliance 

w salesmen are placing on your lines? Brooders, feed 
mills, ranges, water heaters, ordinary household appliances, 
all use more and more electricity. Most lines built today 
will stay up, but do they have the necessary conductivity? 

A.C.S.R. conductors provide the conductivity needed 
for future growth of load. No resorting to voltage stimu- 
lants to keep lines limping along whenever a man-sized 
load comes on. With A.C.S.R., the capacity is there when 
your customers want it. 

Lines can be low in cost, and high in quality, when the 
conductors are A.C.S.R. For engineering data of value to 
line designers and builders, write ALUMINUM COMPANY OF 
America, 2134 Gulf Building, Pittsburgh, Pennsylvania. 


FNVOG of} el 


Mumunum Cable Steel Keuforced 
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Installed in the plant of 


A Large Texas Utility 


=) 





~ 


250,000 Pounds of Steam per hour. 975 lbs. Steam 
Pressure. 910° F. Steam Temperature. 


Riley Boiler, Superheater, Steam Temperature Control, 
Economizer, Air Heater, Water Walls, Steel Clad 
Insulated Setting. 


RILEY STOKER CORPORATION 


WORCESTER, MASS. 


BOSTON NEW YORK PHILADELPHIA PITTSBURGH BUFFALO CLEVELAND DETROIT SEATTLE 
HOUSTON CHICAGO ST. PAUL KANSAS CITY LOS ANGELES ATLANTA 


ST.LOUIS CINCINNATI 
COMPLETE STEAM GENERATING UNITS 


BOILERS - SUPERHEATERS - AIR HEATERS - ECONOMIZERS - WATER-COOLED FURNACES 
ULVERIZERS - BURNERS - MECHANICAL STOKERS - STEEL-CLAD INSULATED SETTINGS 
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RE THATS WAY THE RIGHT . 
YOUR JOB 1S DODGE sot’ 
DIFFERENT CAN SAVE YOU MONEY! 





Gok our 


DODGE DEALER FOR } 
THIS RELIABLE 
TRUCK BUYING 
GUIDE. IT’S FREE! 


DODGE 11/o-TON, 133” W. B,, STAKE, $800, delivered at Detroit, 
taxes. Dual wheels, transportation, state and local taxes (if any) 


O MATTER how different YOUR haulingt 

problem may be, you can find a Dodg 

Job-Rated truck—to fit your job! You'll fin 

’ the right Job-Rated truck for your job 
powered for top performance and maximu 
COMPARISON DODGE soare al economy—with the right one of 6 grea 
Dodge truck engines, which include th 
Heavy-Duty Dodge Diesel! You’ll find th 
— clutch, transmission, rear axle, and every pa 
‘‘sized’’ for the truck—and the job! That’ 
why you can DEPEND on the right Job 
Rated truck to save money—on YOUR job 


PRICES Begin At 
Dodge Job-Rated trucks are 


Prices shown are for Y-ton chassis with flat face cowl de- iced with the I t f 

livered ot Main Factory, federal toxes included—state and pei Rot alee t See . pod 
local faxes extra. Prices subject to change without notice. Dodge dealer for 
Figures used in the cbove chart are based on published data. easy budget terms. 











DEPENDABLE 


DEPEND ON DODGE 
ifob-Ralecl TRUCKS Gas 


3-2-1nTAN TON CAPACITIES...96 STANDARD CHASSIS AND BODY MODELS ON 17 WHEELBASES 








Sob-Raled MEANS: A TRUCK THAT FITS YOUR JOB 
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No Other Insurance Company 


can handle our risks a 


sam 


e costs as LUMBERMENS” 


s well or at the 











These words were written by an important industrialist 
in answer to an inquiry concerning Lumbermens ser- 
vice. A more complete, unqualified endorsement could 
not be written. Yet, this is only typical of the answers 
written by many policyholders to others, unfamiliar 
with Lumbermens, who ask their opinion of the com- 
pany’s inspection service. An inquiry addressed to any 
policyholder solicits an answer similar to this:* 


We have written our insurance 
ith Lumbermens for several 
ars and from this experience 
e able to answer as follows: 


1—We consider the inspection 
ervice good. It has been regular 
nd men are always available 
om the company with which to 
liscuss and solve problems. 


—The engineer on our partic- 
lar account is an elderly man 
nd has had years of experience. 
He is very capable. 


We have no complaints what- 
ver because of failure to settle 


claims. I believe you will find 
them very just and liberal in this 
respect, 


“4—In the past six years we have 
always participated in dividends 
approximating 20% of the total 
premiums paid. 


“I might add in closing that we 
always shopped for insurance and 
not until the last two or three 
years have we been satisfied that 
no other company can handle the 
risks as well and at the same 
costs to us as Lumbermens.” 


The satisfaction which rings in 


every line of this letter is charac- 
teristic of Lumbermens relation- 
ship with its clients. Before you 
commit yourself to another year’s 
Boiler and Machinery coverage 
program, call in a Lumbermens 
agent. There is little question but 
he will be able to show you how 
you can reduce your costs and 
still receive better service than 
you have known. 


*Lumbermens has been granted 
permission to show the original 
of this letter to all accredited 
insurance buyers. 


LUMBERMENS MUTUAL 
CASUALTY COMPANY 


James S. Kemper, President 


MUTUAL INSURANCE BUILDING, CHICAGO, U. S. A. 
Operating in New York as (American) Lumbermens Mutual Casualty Company 


of Illinois 


Save with Safety in the “World’s Greatest Automobile Mutual” 





Lumbermens Mutual Casualty Co., 


Mutual Insurance Bldg., 
Chicago, Illinois 


Please send me full information 
about Lumbermens Inspection Ser- 
vice and tell me how I may save 
money on my Boiler and Machinery 
Insurance through Lumbermens. 
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On E of the earlier Neptune pioneer- 
ing achievements in water meter 
design and construction were renew- 
able hard rubber bushings, on all 
spindles of the gear-train and register, 
introduced in 1919. They effectively 
guard against trouble due to corro- 
sion and heat. When these bushings 
become worn, they can be replaced 
with new ones. 


@ All the many Trident features, standard 
in new Tridents, can be put into old models, 
because of their interchangeability. 


NEPTUNE METER COMPANY - 50 West 50th Street, NEW YORK CITY 


— 
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PUBLIC UTILITY ROUTINES 


cLaane Do Ube Wbrags 


WHEN THE NEW 


Ditto D-44 


TAKES CHARGE! 


Until you know the new Ditto D-44, you 

cannot imagine how great an aid it can be 

every day, every hour. It is like having 
extra people on the payroll. 


Without type, stencil or ink it makes 300 and 
more bright copies of anything written, typed or 
drawn... rate schedules; operating and progress 
reports; specifications, engineering drawings; 
service, factory and work orders; forms, and the 
like ... 70 copies a minute, in one to four colors 
at once, Gc for the first 100, 3c thereafter. Origi- 
nals can be used repetitively—excellent for accu- 
mulative reports. 


Make your department more effective—get the 
whole story of Public Utility performance on 
gelatin or liquid Ditto duplicators. Use coupon 
for free idea-booklet, ‘“‘Copies, Their Place in 
Business.” No obligation! 


DITTO, Inc. 
2206 W. Harrison Street, Chicago, Illinois 


Gentlemen: 
Send me copy of your book, “Copies, Their 
Place in Business.” No obligation, 
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Way the attack on the power 
and light companies? 


Here is an industry that per- 
formed a miracle: In the short 
space of 50 years it has made 
electricity available to 22,000,000 
families—put it to work in every 
nook and cranny of this broad land. 


But suddenly, demagogues cry for 

Federal control and finally public 
ownership of power and light. 
‘ Laws are passed. One Washington 
agency puts the industry under drastic 
restrictions. Another builds power 
plants, with public money, which com- 
pete with utility companies and drive 
them out. More money is spread among 
favored districts, states and cities to 
help them build or buy plants of their 
own. The total cost to the people ex- 
ceeds a billion 500 million dollars. You 
are contributing, in hidden taxes. 

What's all the shooting about? What 
does the public want? 

Lower rates? Dependability? Availa- 
bility? The electric industry has pro- 


vided these in boundless measure. It 
has improved its service and lowered 
its rates each year for half a century— 
more than one third in the last ten years 
alone. Electricity costs the average 
family less today than cosmetics or 
cigarettes. And wherever current is 
needed, it is supplied—current as de- 
pendable as the tides. 


Where’s the sense in switching from 
business management to political man- 
agement? Business men built the utility 
industry. They help shoulder the tax 
load instead of making it heavier. They 
pay an average of 18% higher wages 
than government. Let’s back them up. 
What helps business helps you. 


This message is published by 


NATION’S BUSINESS 


It is the 40th of a series contributed toward 
a better understanding of the American sys- 
tem of free enterprise. If you’d like to express 
your views on developments now shaping in 
public policy relative to the utility business, 
why not write to your Congressman of 
Senator? 


| 








Jewels for your 
cash registers! 


TILITY, not ornamentation, demands 
U sapphires for the practically 
frictionless bearings of Westinghouse 
watthour meters. Annually, 2,000,000 


jewels are used to assure accurate 
measurement. Further evidence of 
painstaking refinements are the tiny 
watchwheel shafts, and wire so fine that 
1,562,000 strands can be packed into 
a single square inch. Such accuracy protects you against possible errors of undermeas- 


urement or overmeasurement, which cause loss of income or loss of customer good will. 


WESTINGHOUSE ELECTRIC & MANUFACTURING COMPANY, EAST PITTSBURGH, PENNA. 


Tune in on ‘*Musical Americana’, N. B. C. Blue Network, every Thursday evening. 


ELECTRICAL PARTNER OF THE CENTRAL STATION INDUSTRY 
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RIGID Thin Blade 
Forged Cutter 
Wheel 


RIL 
Duty ~ el Wheel 


HE new thin blade-type RIEAID cutter 

wheel gives you many extra pipe cuts with 
practically no burr—at no extra cost. It is 
coined from tool steel sheets, forged and cast 
into a solid hub. Tough, durable—built to 
stand the gaff. The bother and expense of 
replacement are greatly reduced. 
The FRIBAID cutter housing is guaranteed 
not to warp or break — always cuts true, 
twirls easily to pipe size. 
Start saving money and valuable minutes of 
payroll time today — order RIFAID 
Cutters from your Supply House. 


THE RIDGE TOOL COMPANY 
Elyria, Ohio 


MAKERS OF THE FAMOUS RIG&ID WRENCH 


ee lle (> PIPE Too_ts 
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THERE'S NO SERVICE STATION IN ANTARCTICA 


HE daring men who at this minute 

are braving the snowstorms and bliz- 
zards of the South Pole are well aware of 
their isolation. They realize keenly that 
their safe return rests solely upon their 
own knowledge and the reliability of 
their equipment. 


That is why, when it came to selecting 
storage batteries to crank the two power- 
ful Diesel engines of the famous 75,000-Ib. 
Snow Cruiser — even under the most 
severe conditions known to the Antarctic 
—Exides were chosen. 


For Exides have proved their reliabil- 
ity—in practically every North or South 
Polar expedition ever undertaken. In 
addition to which the trustworthiness of 
the Snow Cruiser’s batteries was further 
established by exhaustive tests in the 
“cold room” of the Exide laboratories. 


Whatever your battery requirements 
may be, you'll find in the Exides you 
select for bus or truck, for oil-switch 
operation, telephone, emergency power 
and light or other service, the same relia- 
bility that has made them first choice 
among the world’s foremost explorers. 


THE ELECTRIC STORAGE BATTERY CO. 


The World’s Largest Manufacturers of Storage 
Batteries for Every Purpose 


PHILADELPHIA 


Exide Batteries of Canada, Limited, Toronto 


Exide 


BATTERIES 


FOR EVERY STORAGE BATTERY PURPOSE 
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MAP 


of the 


PUBLIC POWER PROGRAM 


ew ee 


‘Federal Financing and Location 


of 
Public Power Projects; 1933-1939” 


—the most comprehensive, visual A simple color scheme and dis- 
presentation ever made of the pub- tinctive symbols, designating the 
lic power program. The map shows different types of projects, facili- 
accurately the cost and location of tate use of the new map. More than 
all federal, district, state and mu- 350 geographic localities in which 
nicipal power projects. federal funds have been expended 


The extensive operations of the are clearly indicated. 
R.E.A. on a national scale are por- 
trayed for the first time. Few real- 
ize the growth, cost, and signifi- in the public power program. Suit- 
cance of this important develop- able for framing and wall use (size 
ment. 29 in. x 42 in.). 


Invaluable to all those interested 


Informative . Complete . Concise . Up-to-date 


Price: $2.00 a copy 


Shipped unfolded in special mailing tube, post- 
age prepaid in the United States and Canada. 


P. U. R. Executive Information Service 
1040 Munsey Bldg. Washington, D. C. 
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SAU... WITH RUGGED STEEL DOORS 
THAT COIL ABOVE THE OPENING! 


pa 


It's easy to see why the coiling, upward 

action of Kinnear Rolling Doors saves you 

money. Kinnear’s rugged all-steel curtain 

of strong, interlocking slats can’t warp, 

sag, split, or pull out of shape. It defies 

weather, repels fire, prevents intrusion, 

and resists wear! The doors operate 

quickly, smoothly and easily all year long, 

because they open over snow, ice and 

swollen ground. They require no usable space, and they open out of reach of 
damage by wind or vehicles. You get all these advantages—and many others 
—with Kinnear Rolling Doors. It will pay you to know more about the econa- 
mies they afford . . . to learn why so many industrial firms are specifying 
Kinnear Rolling Doors. Write for the complete Kinnear catalog]! 

Kinnear also makes STEEL ROLLING FIRE DOORS — ap- 
roved by Underwriters’ Laboratories—for safe, automatic 
ire protection .. . STEEL ROLLING GRILLES for positive. 

convenient protection without sacrifice of light. air or 
vision . . . WOOD and ALL-STEEL RoL-TOP DOORS. 


rugged. dependable. sectional-type upward-acting doors. 
Full details in the Kinnear catalog! 


Offices and Agents in All Principal Cities 
THE KINNEAR MFG. COMPANY 
2060-80 Fields Ave. Columbus, Ohio 
Factories: Columbus, Ohio; San Francisco, Calif. 
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PITTSBURGH EQUITABLE METER COMPANY 


MERCO NORDSTROM VALVE CoO. 


NEWYORK BUFFALO-PHILADELPHIA a) F . DES MOINES CHICAGO COLUMBIA 
KANSAS CITY TULSA-LOS ANGELES (Ain Offfuces - PITTSBURGH, PA. MEMPHIS OAKLAND HOUSTON 





Thousands of IMO Meters Are Now in Service — 


Over 0@:Water Works Systems Have Adopted Them 
1200 
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—ROOSIER ENGINEERING COMPANY 


P 46 SO. 5TH ST., COLUMBUS, OHIO NEW YORE 
Canadian Hoosier Engineering Company, Ltd. 


RECTORS OF TRANSMISSION LINES 
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The economical 
thickness of insula- 
tion is that for which 
the combined yearly 
of insulation 

heat loss is ata 


Total Cost 


Thickness 


Amortized 
Cost of 
Insulation 


Thickness of Insulation 


Make sure all your equipment is insulated with the 


correct materials in the one correct thickness that combines 








maximum operating efficiency with minimum heat waste 


THER OR NOT your insula- 
tion is a paying investment 
depends entirely on the mate- 

rials used and the amount applied. Too 
much insulation will never pay an 
adequate return .. . too little results 
in heat losses that build up excessive 
fuel bills. Proper insulation, properly 
applied, will avoid both these costly 
mistakes. And that’s where the J-M 
Insulation-Engineering Service can 
help you. 


Let a J-M Engineer go through your 

{| plant and make a thorough study of 
your requirements. He’ll give you the 
benefits of Johns-Manville’s 81 years’ 


research and practical experience with 
insulation problems. He can tell you 
exactly how much insulation you can 
profitably use... and his recommen- 
dations will point the way to worth- 
while reductions in your fuel costs. 
This helpful service has saved thou- 
sands of dollars for many individual 
steam plants. There’s a good chance a 
J-M Engineer can do the same for you. 
For full details on the J-M Insulation- 
Engineering Service and information 
on the complete line of J-M Insula- 
tions, just write Johns-Manville, 22 
East 40th Street, New York, N. Y. 


| Md Johns-Manville INDUSTRIAL INSULATIONS 


FOR EVERY TEMPERATURE... FOR EVERY SERVICE CONDITION 
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Heat Transfer Department: JEANNETTE, PA. 
District Offices in Principal Cities 
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{ Missouri Valley Electric Association opens spring accounting conference, Kansas 
City, Mo., 1940. 














¥ American oma of Civil Engineers, Texas Section, convenes for spring meeting, 
Galveston, Tex., 





q Electrochemical Society concludes 4-day spring meeting, Wernersville, Pa., 1940. 





> panama Electric Exchange will hold annual conference, Roanoke, Va., May 9-11, 








{ Chamber of Commerce of the U. S. convenes, Washington, D. C., 1940. a 
Y American Mining Congress starts coal convention, Cincinnati, Ohio, 1940. 





Tetons Electrical ee Association will hold spring meeting, Hot Springs, 
» May 12-17, 1940 


9 MAY ed 


G American Society of Mechanical Engineers starts meeting, Worcester, Mass., 1940. 
WU Spring conference, Executives of Independent Tel. Co’s., opens, Chicago, Iil., 1940. 

















q Southern Transit Equipment Association opens annual meeting, Memphis, Tenn., 1940. 





4 Indiana Gas Association will convene for session, Evansville, Ind., May 13, 14, 1940. 





LF Sante era Pioneers of America, Texas Chapter, start annual convention, Galveston, 
ex 





q National District Heating Association will hold annual meeting, French Lick, Ind., 
May 14-17, 1940. 








q EEI technical committees open meetings, Chicago, Ill. 1940. 





q Pennsylvania Gas Association will hold annual convention, Skytop, Pa., May 
14-16, 1940. 





4 National Fire Protection Association convenes, Atlantic City, N. J., 1940. 
{Indiana Telephone Association begins meeting, Indianapolis, Ind., 1940. 
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A Short Cut towards Utility 


Holding Company 
Reorganization 


A holding company’s assets, generally speaking, consist of rights to the earn- 
ing power of its subsidiaries. Does this not suggest that, for reorganization 
purposes, the holding company’s assets should be redistributed upon the basis 
of that earning power? Using the recent proceedings involving the Utilities 
Power & Light Corporation as a test case, this author has evolved a method 
for arriving at virtually the same practical results, based solely on earning 
power, as the SEC and Federal court did after months of litigation and 
expense, using “value” as a basis. 


By M. L. SINDEBAND 


OTWITHSTANDING the statutory 
N streamlining that has been tak- 
ing place during recent years in 
corporate reorganization procedure, it 
seems apparent that there is still room 
for improvement—particularly with 
respect to utility holding company re- 
organization. Receivership under the 
old Federal Bankruptcy Act has been 
superseded by “§ 77B.” This, in turn, 
has been modified by the Chandler Act. 


515 


Now the SEC has come into the pic- 
ture through the medium of the Hold- 
ing Company Act. Yet it still takes 
months and months of expensive hear- 
ings and legalistic pulling and hauling 
to arrive at any reasonably acceptable 
reorganization pattern. Why? 
Perhaps the explanation can be 
found in the fact that although the 
statutory framework for corporation 
reorganization has been fairly well 
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modernized, the technique employed is 
still of the horse-and-buggy variety. 
The principal bugaboo is the funda- 
mental problem of Valuation. No defi- 
nite criteria for determining value were 
laid down in the old Bankruptcy Act, 
in “§ 77B,” in the amendment of the 
latter, or by the courts. The same 
vague and obscure standards applied 
in the old bankruptcy proceedings are 
still being employed. Valuation re- 
mains a battleground for conflicting 
expert opinion. And, unfortunately, 
this very situation invites special in- 
terests to take advantage of the general 
confusion, thus making reorganization 
a slow process. 


HE recent reorganization of the 
Utilities Power & Light Corpo- 
ration is a case in point. These pro- 
ceedings developed the following jum- 
ble of suggestions as to what consti- 
tutes “fair value,” or a basis for its de- 
termination in connection with corpo- 
rate reorganization: (1) The com- 
posite rate base of underlying operat- 
ing utilities; (2) physical value of the 
same; (3) historical cost; (4) book 
value; (5) intrinsic value; (6) earn- 
ings. The valuation hearings lasted 
about five months; the record was 
voluminous. More time was consumed 
by wrangles over rival valuation theo- 
ries than by actual pertinent valuation 
testimony. Obviously, only the first 
and last of these factors can have any 
real bearing on the determination of 
“fair value” (for reorganization pur- 
poses) of a holding company’s hold- 
ings. The other items can contribute 
little more than a general smoke-screen 
effect. 
Let us see what can be done about 
rationalizing this process for finding 
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this “fair value.” First of all, it js 
necessary to clear away a certain 
amount of underbrush. Certain funda. 
mental assumptions must be made and 
understood. It must be recognized, for 
example, that the determination of a 
utility rate base (by a court or com- 
mission) does not necessarily fix its 
value for all purposes. A rate base js 
simply a regulatory limitation placed 
upon a utility’s earning ability. As 
such, strictly speaking, it has no place 
in a reorganization proceeding under 
“8 77B,” because the objective of that 
provision is to measure value, whereas 
a rate base merely regulates value. 
Clearly, regulation and measurement 
are not synonymous. Therefore, the 
only relation which a rate base bears to 
value for reorganization purposes is its 
influence upon earnings—it does def- 
nitely control the earning power of an 
operating utility. 

This brings up the factor of earn- 
ings. Are earnings a proper basis for 
determination of ‘“‘value” for reorgani- 
zation purposes? Let us look at the av- 
thorities on that point. The SEC, com- 
menting upon the reorganization plan 
for Utilities Power & Light Corpo- 
ration, said flatly: ““We have consist- 
ently held to the opinion that for pur- 
poses of reorganization, earning power 
is the proper criterion of value.” The 
commission further observed _ that 
“book values, original or historical 
costs, and reproduction cost new less 
depreciation, in determining the value 
of productive property, are generally 
of evidentiary significance only in s0 
far as they bear upon the question of 
earning power.” 


ly the Genesee Valley Gas Company 
Case, the SEC stated that “for 
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purposes of reorganization as distin- 
guished from value for rate-making 
purposes, earning power becomes in the 
final analysis a paramount criterion.’” 
Thereupon the commission found that 
the earning capacity of the applicant’s 
property, in that case, indicated “a 
value far below the total capitalization” 
(i. e., the valuation figure upon which 
the reorganization plan was based). 

After all, what is a utility holding 
company, in the final analysis? Is it 
not simply a corporation which, by vir- 
tue of its investments in subsidiary 
operating companies, controls the gen- 
eral policies and operations of those 
companies? And since these invest- 
ments are chiefly in the form of com- 
mon stock, we can see that the value of 
a holding company’s assets virtually 
amounts to an equity in the earning 
ability of its operating utility subsid- 

1As a footnote to the above statement, the 
commission further said: “Valuation for rate- 
making purposes is not the same. There the 
question is how much the utility will be al- 
lowed to earn—if it can. Here the question 
is how much can it earn—even if allowed.” 
(1938) 3 SEC 104, 112. 

T. K, Finletter in his “Corporate Reorgani- 
zation” makes the following statements re- 
garding this question: “The real or economic 
worth is obviously the value which was in- 
tended by the act, and that value, in the case 
of a productive property, must be measured 
on the capacity of the property to earn... 
Such an economic valuation is, it is believed, 


appropriate to proceedings under the Reor- 
ganization Acts.” - 


iaries. And this earning ability (of 
subsidiary operating utility companies) 
is, as we know, limited by the regu- 
latory control of state utility commis- 
sions or other local authorities. In 
theory, an operating utility practically 
conducts its business on a cost-plus 
basis. Over and above operating ex- 
penses (including depreciation and 
taxes), the utility is allowed to earn a 
certain rate of return on a rate base 
fixed by the regulatory authority. 

Thus we arrive at the point where 
this distinction emerges between the 
holding company and its subsidiary: 
The value of the holding company’s 
assets is based upon the earning 
ability of its subsidiaries. The earning 
ability of its subsidiaries is definitely 
stabilized by regulatory control—a 
control which places a ceiling upon the 
earning power of the operating com- 
panies. This ceiling may vary from 
time to time, depending on net addi- 
tions to the property. 

Even where no rate base has been 
officially established for an operating 
company, so well known is the regu- 
latory technique that an appraisal of 
used and useful physical properties 
can be made for the purpose of esti- 
mating a utility’s rate base and prac- 
tical earning power. Any group of 
sincere and experienced utility engi- 


& 


“. .. where no rate base has been officially established for an 
operating company, so well known is the regulatory tech- 
nique that an appraisal of used and useful physical prop- 
erties can be made for the purpose of estimating a utility's 
rate base and practical earning power. Any group of sin- 
cere and experienced utility engineers and operators should, 
without serious disagreement, be able to estimate the ‘rea- 
sonable prospective earnings’ of a public utility operating 


company.” 
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neers and operators should, without se- 
rious disagreement, be able to estimate 
the “reasonable prospective earnings” 
of a public utility operating company. 
(Remember that phrase: ‘Reasonable 
prospective earnings.’’ ) 


QO: course, all this holds true only 
for holding companies whose 
predominant investment is in public 
utility enterprise. The problem of esti- 
mating potential earning power of non- 
utility or industrial properties (such as 
steel mills, textiles, hotels, etc.) is much 
more difficult. This is because the sta- 
bility of earnings, present in utility 
properties on account of regulation, is 
absent in the nonutility field. There, 
earnings fluctuate so that, even over a 
considerable number of years, it is hard 
to arrive at a general average that 
would provide some index of earnings, 
without having the result clouded by 
slump and boom distortions. Fortu- 
nately, the earnings of nonutility sub- 
sidiaries constitute such a small per- 
centage of the total earnings of our 
public utility holding companies that, 
as a general rule, any inaccuracy intro- 
duced by this factor would not ma- 
terially affect the potential earning 
power of the whole system. 

Now, just what is meant by this po- 
tential earning power which the au- 
thorities seem to agree affords the most 
logical and economically justifiable 
basis for the determination of the value 
of a productive property ? 

Just as power, in the field of me- 
chanics, is a rate of doing work, so 
earning power, in the field of finance, 
is a rate of earning money expressed 
as earnings per annum. The potential 
earning power of a property may be de- 
fined as such annual earnings which, 
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though not actually existing at the time 

of reorganization, may come into 

existence at some reasonable future 

time. It is the ‘reasonable prospective 

annual earnings” of a property, and 

may be estimated by adjusting the 

earnings at the time of reorganization 

for known factors. The answer as to 

when those earnings will materialize is 

entirely dependent on the time it will 

take for the adjustment factors to be- 

come effective. In the case of utility 

operating companies, some of these 

factors are: 

. Rate base. 

. Ability to earn allowable return. 

Rates of neighboring utilities. 

. Municipal ownership agitation. 

. Saturation of load. 

. Proper annual depreciation allowance, 

. Efficiency of management. 

. Economy of operations. 

. Benefits of refinancing. 

Hs estimated the potential 
earning power or the “reasonable 

prospective earnings” of the subsidi- 

aries, how can it be utilized in the prob- 

lem of reorganization? 

Abe Fortas, formerly assistant di- 
rector of the SEC’s public utilities 
division, in an address before a legal 
seminar (delivered July 14, 1938), 
spoke of the commission’s attitude 
in dealing with reorganization plans 
under the Holding Company Act. In 
substance, he summarized its approach’ 
to test the fairness of a reorganization 
plan as follows: 


I. Arrive at an estimate of value of 
the property by the capitalization of 
“reasonable prospective earnings.” 


LOOONT OA tn BOYD 


2In connection with this approach, he fur- 
ther stated : “Some people have called this the 
logical and mathematical theory of reorgani- 
zation. I think it can better be referred to as 
the constitutional theory. It is based upon a 
regard for the rights embodied in contracts. 
It insists that to each should be accorded par- 
ticipation in a reorganization plan in accord- 
ance with his legal claims,” 
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Rate Base As Limitation on Utility’s Earning Ability 
“mh RATE base is simply a regulatory limitation placed upon a utility's 


earning ability. As such .. 


. it has no place in a reorganization 


proceeding under ‘§ 77B,’ because the objective of that provision ts to 
MEASURE value, whereas a rate base merely REGULATES value. Clearly, 


regulation and measurement are not synonymous. . 


. . the only relation 


which a rate base bears to value for reorganization purposes is its in- 


fluence upon earnings... 


3) 





Note: This estimate of value is obtained 
in the following manner: 

Having determined the “reasonable pro- 
spective earnings” of each of the sub- 
sidiary operating units, an appropriate 
rate of capitalization is then applied in 
each case so as to obtain the “value” of 
each unit. The sum of the equities in such 
“values” accruing to the holding company 
plus the value of its other net miscella- 
neous assets, would then be the value of 
the holding company’s assets. 

II. This value is then to be divided 
among the various classes of security 
holders and claimants in the order of 
their priority. 

III. Each class must obtain a “com- 
pletely compensatory” allotment of 
securities in the reorganized company 
before any participation can be al- 
lowed to a junior class. 


The main and vital step in this 
theory of approach is “value.” If, 
therefore, the method of arriving at the 
estimate of “value” should prove to be 
in any way unsound or subject to in- 
accuracies, then this procedure cannot 
lead to a just basis for reorganization. 
Value is dependent on two factors: (1) 
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Reasonable prospective earnings, and 
(2) the application of a proper rate of 
capitalization. Can these factors be de- 
termined fairly accurately? 


W: have already seen that the first 
factor — reasonable prospective 
earnings—can be ascertained with rea- 
sonable facility, thanks again to the 
stabilizing influence of utility regula- 
tion. But the selection of an appro- 
priate rate of capitalization is a diffi- 
cult problem, indeed. It defies formula 
and rests entirely on judgment opinion, 
wherein lies its weakness. Experts 
have been known to differ 30 per cent 
—though always prepared to recite a 
list of perfectly good and honest rea- 
sons to support their judgments. 

This rate of capitalization factor of 
“value,” therefore, would tend to make 
“value,” as estimated by the method of 
capitalized earnings, an unjust basis 
for the determination of the rights of 
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security holders and claimants in a 
plan. That being the case, why use 
“value” as a basis at all? Why not 
abandon the controversial factor of 
rate of capitalization and use “reason- 
able prospective earnings” alone as a 
basis? 

Sections 77 and 77B of the Bank- 
ruptcy Act abandoned the equity sale 
as a method of determining the right 
to participate in a plan of corporate 
reorganization. Instead, that right was 
determined by an appraisal of the value 
of the corporate property as a con- 
tinuous going concern at a given 
moment in its career. It is time to take 
another progressive step in the further 
simplification of the determination of 
this right of participation, by using the 
basis for appraisal of value, namely, 
potential earning power, and not 
“value” in the determination of those 
rights. 

In other words, since we have here a 
factual situation where a holding com- 
pany’s true value is based upon the 
earning ability of its subsidiaries, why 
not short-circuit entirely any arbitrary, 
intermediary, formal finding of capi- 
talized value, as such? Why not go 
directly to the true source of that value 
—the capacity to earn? Upon this 
dynamic factor (as distinguished from 
a static appraisal ) , it is possible to erect 
a workable, equitable theory of reor- 
ganization. 


Ww this point of view in mind, 
it is suggested that the SEC 
might well consider an approach—at 
least to test the fairness of any given 
reorganization plan—based on the fol- 
lowing principles : 
I. The potential earning power of 
the assets of a holding company 
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should be made controlling as to 
whether a class of security holders or 
claimants must be given the right to 
share in a reorganization plan. The 
potential earning power of a public 
utility holding company may be meas- 
ured by the “reasonable prospective 
annual earnings” of its subsidiaries 
that are applicable to the securities 
and obligations of such subsidiaries 
held by the holding company. (Earn- 
ings applicable to-any class of securi- 
ties represent money earned in whole 
or in part by such class, regardless of 
whether or not it can be or is declared 
out in the form of interest or divi- 
dends. ) 

II. Where there exist “reasonable 
prospective annual earnings” suffi- 
cient to extend to any class of security 
holders or claimants, that class should 
be considered as having potential 
equity in the situation and, therefore, 
the right to participate in a plan. 

III. The priorities of the old se- 
curity holders and claimants should be 
continued into the reorganized com- 
pany as far as practicable, and to that 
end the rights of senior classes, as to 
income and distribution of assets, 
must be maintained as far as economic 
feasibility will permit. 

IV. All of the foregoing principles 
should be employed in arriving at a 
figure which will not necessarily rep- 
resent “value,” but which will repre- 
sent the total potential equities of the 
holding company and furnish a just 
and fair basis for the allotment of se- 
curities in the reorganized company. 

V. Each class must obtain a “com- 
pletely compensatory” allotment of se- 
curities in the reorganized company 
before any participation can be al- 
lowed to a junior class. 

VI. The plan must be feasible. 


parsers as priorities and legal 
rights play an important part in this 
new approach, it might be helpful to 
analyze the capital structure of a typi- 
cal public utility holding company from 
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that standpoint. In general, it is di- 
vided into three classes: (1) Fixed in- 
terest-bearing securities (bonds or 
debentures) ; (2) fixed dividend-bear- 
ing shares (preferred stock) ; and (3) 
equity shares (common stock). 

The debenture holder enjoys the 
status of a creditor and has a prior 
right to the assets of the company. He 
is also legally entitled to demand not 
only the payment of interest at fixed 
intervals, but the payment of the prin- 
cipal at maturity. But since the assets 
of a holding company consist, in the 
main, of equity shares in subsidiary 
companies, in the last analysis the only 
claim that the debenture holder has 
against the subsidiary companies is a 
prior right to the earnings of the equity 
shares owned by the holding company 
when, as, and if they are declared out 
in dividends. As far as his relation to 
the holding company is concerned, the 
debenture holder is—to quote Jerome 
N. Frank, chairman of the Securities 
and Exchange Commission—“merely 
a preferred investor, one whose claims 
against the corporate income, if there 
is any income, rank ahead of the 
claims against the corporate income 
which the stockholder possesses.” 

The preferred stockholder’s priority 
as to assets of the holding company is 


subordinated only to the rights of the 
debenture holder. He, too, is entitled 
to a definite income but only when it is 
earned. However, he has no absolute 
legal right to the immediate payment 
of such income. 

The status of the common stock- 
holder in respect to claims against the 
corporate income is somewhat similar 
in nature to that of the preferred 
stockholder, except for the following: 
(a) There is no fixed income; (b) no 
dividends may be declared on the com- 
mon stock unless all dividends and ar- 
rears are first paid up on the preferred 
stock; (c) common stockholders, as a 
rule, have voting rights and control of 
management. 

That, in brief, describes the relative 
positions as to priorities of the differ- 
ent classes of security holders. 


HE problem then resolves itself 

into one of balancing all relevant 
factors scientifically ; and of obtaining 
a mathemathical expression for the po- 
tential corporate equities which is to be 
the basis for the allotment of securi- 
ties in the reorganized company. 

In such a process we have four 
entities with which to deal: “A,” 
Total Outstanding Claims of Creditors 
(including interest accruals); “B,” 


prospective earnings, and (2) the application of a proper rate 


q “VALUE is dependent on two factors: (1) Reasonable 


of capitalization. Can these factors be determined fairly ac- 
curately? We have already seen that the first factor—reason- 
able prospective earnings—can be ascertained with reason- 
able facility ... But the selection of an appropriate rate of 
capitalization is a difficult problem, indeed. It defies formula 
and rests entirely on judgment opinion, wherein lies its 


weakness.” 
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Reasonable Prospective Annual Earn- 
ings; “C,”’ Annual Interest on Credi- 
tors’ Claims; “‘D,” the desired Alloca- 
tion Base for the allotment of securi- 
ties in the new company to the various 
classes of shareholders and creditors of 
the old company. 

Incidentally, “D” does not in any 
sense correspond to “‘value”’ ; instead it 
is the composite potential equity of the 
holding company in its subsidiaries. 
However, it is functionally analogous 
to arate base. For, just as a rate base 
places a ceiling on earning power in 
rate-fixing proceedings, so does an 
Allocation Base place a ceiling or maxi- 
mum limitation upon the amount of 
new securities to be issued by the reor- 
ganized company. In short, the Alloca- 
tion Base is determined specifically for 
the purpose of furnishing an equitable 
basis for distribution of such new 
securities. 

Since the most important factors are 
the claims and priorities of the credi- 
tors against the assets and income of 
the company, it is logical to assume that 
the reorganization plan must revolve 
around the creditors and their rights, 
as a nucleus. It follows that a proper 
relation must be established be- 
tween those rights and the reasonable 
prospective earnings of the company. 
(It must be borne in mind that the 
“reasonable prospective annual earn- 
ings” of the holding company not only 
represent the potential earning power 
of the company, but that they are a 
measure of the total potential equity as 
well.) 


N~: what is the legal claim of the 
creditors against the corporate 
earnings? This claim is static. It sim- 
ply equals the annual interest on out- 
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standing creditor claims. Therefore, 
the priority of creditors turns out to be 
the ratio of this claim to the amount of 
the reasonable prospective annual earn- 
ings.* Further, since “reasonable pro- 
spective annual earnings” is a measure 
of the total potential equity of the hold- 
ing company in its subsidiaries, this 
same ratio also represents the propor- 
tional interest of the holding company 
creditors in that equity. 

Next, what is the legal claim of the 
creditors against the corporate assets? 
This is simply the total outstanding 
creditors’ claims (including interest 
accruals). That being the case, the out- 
standing claims must be equal to the 
proportional interest of the holding 
company creditors in the composite po- 
tential equity of the holding company 
in its subsidiaries or Allocation Base.‘ 
If, then, we divide the total claims of 
the creditors by the abovestated pro- 
portional interest, we obtain the Allo- 
cation Base. 

Once we get our Allocation Base 
(D), we have, automatically, a maxi- 
mum limitation upon the amount of 
face value of securities to be issued by 
the reorganized company. Further- 
more, we can readily see that junior 
security holders can only participate in 
a reorganization plan when the An- 
nual Interest on Creditors’ Claims (C) 
is more than covered by the Reason- 
able Prospective Annual Earnings 
(B). When that happens, the creditors, 


8 Stated niente, the ratio is ex- 


pressed as —_. 


4This is expressed by the following 


G 
equation: A = - Soon; 
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Earning Ability Limited by Regulatory Control 


“.. this earning ability (of subsidiary operating utility companies ) 

is... limited by the regulatory control of state utility commissions 

or other local authorities. In theory, an operating utility practically 

conducts its business on a cost-plus basis. Over and above operating 

expenses (including depreciation and taxes), the utility is allowed 

to earn a certain rate of return on a rate base fixed by the regulatory 
authority.” 





having first call, would receive full 
compensation for their claims in 
new securities. As much of this would 
be in the form of new fixed interest or 
dividend-bearing stock as sound finan- 
cial practice and actual income avail- 
able to the new company would per- 
mit. After that, the junior security 
holders would receive, as their com- 
pensation, remaining available new se- 
curities (D minus A). The various 
classes of juniors would, however, di- 
vide this remaining compensation in 
proportion to the “reasonable prospec- 
tive annual income” applicable to each 
class. 


B” suppose that the Annual Inter- 
est on Creditors’ Claims (C) is 
greater than the Reasonable Prospec- 
tive Annual Earnings (B). In that case 
the Allocation Base (D) would be in- 
sufficient to cover creditors’ claims 
(A). Accordingly, only the creditors 
could participate in the reorganization, 


523 


and even they would be compensated to 
the extent of the Allocation Base. Jun- 
iors would have to be left out entirely. 

Let us apply this theory to test the 
fairness of the Utilities Power & Light 
Corporation reorganization plan, 
which was sponsored by the Atlas 
Corporation and approved by the SEC, 
as well as the Federal court, after 
months of extensive litigation. 

The figures outlined at top of page 
524 were the approximate status of the 
existing claims and securities of the 
company as of July 31, 1939, as taken 
from the report on the reorganization 
plan by the SEC. 

A study of the testimony and ex- 
hibits in the case indicates that the fig- 
ures outlined at bottom of page 524 
are a fair pro forma statement of 
earnings based on the reasonable pros- 
pective annual earnings of the subsidi- 
aries applicable to the securities and 
obligations of the subsidiaries held by 
the reorganized company. 
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Debt 
Debenture Holders: 


5% Debentures and accrued interest 
54% Debentures and accrued interest 


Capital Stock 


7% Cumulative preferred ($100 par value) 
Accumulated dividends on preferred 


Class A ($1 par value) 
Class B ($1 par value) 
Common ($1 par value) 


Applying our formula to these fig- 
ures, we get the following relation- 
ships: 

A (Total Creditors’ Claims) . .. .$36,710,500 

B (Prospective Annual Earn- 

i 2,198,000 


ings) 
C (Annual Interest on A) 1,887,078 
42,690,000 


5D (Allocation Base) 


5 The mathematical equations are as follows: 
1887078 


omeeremnens me IG 
2198000 

36710500 

= ———_ = $42,690,000. 
86 


o: 
B 
D 


Revenue 
Utilities 
Nonutilities 
Miscellaneous 


Expenses 


Administration and general expense 


*Earnings applicable to creditors and stockholders 


Interest Requirements—Debt 
5% Debentures and interest 
54% Debentures and interest 


Earnings applicable to preferred stock 
Dividend requirement—Preferred stock 
Earnings application to other classes of stock 


Amount 


$26,400,000 
10,310,500 


$36,710,500 


$17,817,367 
8,210,836 
1,622,127 
1,128,386 
2,166,084 


$30,944,800 
$67,655,300 


ata this set-up, we can work out 
the skeleton for a theoretical reor- 
ganization of the Utilities Power & 
Light Corporation, which would em- 
body the following fundamental ele- 
ments : 

(1) Maximum of new securities, 
not to exceed $42,690,000. 

(2) Out of this $42,690,000, credi- 
tors must receive compensation in new 
securities amounting to $36,710,500. 

(3) Since the expected earnings 
flow to the reorganized company of 


$2,215,000 
280 
$2,500,000 


$2,198,000 


$1,320,000 
567,078 


1,887,078 


$ 310,922 
$1,247,218 


*These are reasonable prospective annual earnings and are not to be con- 
fused with expected earnings flow for the reorganized company. The latter 
was estimated, after provision for all expenses, at approximately $1,600,000 


a year. 
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Funded Debt 
44% Debentures 
to be issued to creditors 


Capital Stock 
5% Cumulative preferred stock ($50 par) 
to be issued to creditors 
Common stock ($4 par, issued at $6) 
to be issued to creditors 
to be issued to holders of 
old preferred stock 


Total capitalization 
Allocation base 


approximately $1,600,000 would not 
cover full compensation of $36,710,- 
500 in the form of fixed interest or 
dividend-bearing securities, creditors 
should be issued such preferred se- 
curities in an amount commensurate 
with the annual earnings flow of $1,- 
600,000 and take the balance of their 
claim in common stock. 

(4) Since there is a balance avail- 
able in new securities after the full 
compensation of creditors, preferred 
stockholders are entitled to participate 
in the reorganization in the propor- 
tion which such remaining coverage 
bears to their total interest. 

(5) Thus, the preferred share- 
holders would receive in new securi- 
ties the difference between $42,690,- 
000 and $36,710,500, or $5,979,500 in 
the form of common stock. On the 
basis of $6 per share, used in the ap- 
proved plan, this would equal approxi- 
mately 996,583 shares, or 5.6 shares of 
new common stock in exchange for 
each preferred share in the old com- 
pany. (This compares with 5 shares 
allotted in approved plan.) 

(6) Class A, Class B, and com- 
mon stockholders would be wiped out 
of any participation for lack of cover- 
age. 


Finally, let us compare the approxi- 
mate capitalization of the reorganized 
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Principal Amount of Shares 
Approved Plan New Theory 


$12,780,000 $12,780,000 


$ 9,585,300 $ 9,585,300 
2,390,795 shs. 2,390,867 shs. 
890,869 shs. 996,583 shs. 
3,281,664 shs. 3,387,450 shs. 


$35,491,956 $35,915,100 
$42,055,284 $42,690,000 








company and the distribution of the 
new securities under the approved plan 
with the plan worked out according to 
the formula on p. 524. The compari- 
son is outlined above. 

The comparison readily shows us 
that the results of the proposed method 
do not vary materially from the 
plan actually worked out by the SEC 
and the Federal court. Needless to say, 
it could have been worked out at con- 
siderably less time, expense, and effort 
by the use of the new method. 

But, there are other advantages to be 
gained by this proposed method. 
Though intangible, they do exist, and 
their origin can be traced to the funda- 
mental substitution of potential earn- 
ing power as a controlling factor in 
such proceedings. Here are four such 
benefits : 


(1) Reduction of judgment testi- 
mony by experts to a minimum. 

(2) Harmonizing reorganization 
proceedings with the gradual drift of 
the investor towards the proposition 
that a property cannot be worth more 
than it can earn (even though asset 
value and earnings are interfunc- 
tional). 
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(3) Elimination of that prolific 
source of controversy in the deter- 


every step of which can be analyzed 
and understood. It is only when judi- 


mination of “fair value,” 7. e., rate of 
capitalization. 

(4) Recognition of rights and 
priorities of creditors and security 
holders in a fair, legal, and scientific 
manner. 


cial and regulatory bodies become thus 
equipped with a practical and realistic 
understanding of the steps involved 
that both creditors and shareholders 
can be assured of that “fair and equita- 
ble” treatment in reorganization pro- 
ceedings which is intended by the legis- 
lators. 


The problem of reorganizing is not 
an easy one. An attempt has been made 
here to devise a simple approach— 
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Democratic Conservation of National Assets (and Periods) 
CoVH7= challenge any period of history to show such a profound influence 


upon the progress of a people as that administration (Democratic) has 
shown for the last five years. We see agriculture, for the first time, sharing with 
industry the government’s earnest efforts for aid; we see the purchasing power 
of the farmers raised by billions of dollars, and a great effort made to give 
the wage earner the country over not only the recognition of the Biblical prin- 
ciple ‘that the laborer is worthy of his hire’ but the power to consume the prod- 
ucts of the farm; we see Federal regulations of security issues and stock ex- 
change for the protection of the investor and the honest trader; we see a purg- 
ing of certain features of the nation’s public utilities—an agency that regulates 
the nation’s network of communications systems, and assures not only an orderly 
development and protection of these important agencies from the viewpoint of the 
investors but likewise gives an assurance that the marvels of the radio shall not 
be selfishly employed to undermine the morals of the American home; we see 
a rejuvenated Maritime Commission building a merchant marine to do honor 
to the American flag and to give greater security to the American people; we 
see an insistence upon the consciousness in the Federal courts that they, too, 
have a responsibility for a nation’s progress, and in the nation a determination that 
not even the judiciary is above a legitimate concern for the public welfare; we 
see prohibitions against price discrimination between buyers of commodities of 
like grade and quality so as to injure or destroy the weak competitor; we see 
further reforms in the banking structure added upon the noble base of banking 
reform laid by Woodrow Wilson and Carter Glass; we see something that had 
been considered as impractical as a child’s dream becoming an actuality—insur- 
ance of small bank deposits so as to secure and to stimulate a nation’s thrift; 
we see an enlargement of the nation’s enjoyment of mechanical and electrical 
devices—electric power going into the rural districts to entertain and to comfort 
the occupants of the lonely farm home; we see great power reservoirs harnessed 
and made subservient to a nation’s needs; we see the deserts irrigated, floods 
brought into greater and greater control, ‘the forests protected, and a nation’s 
dwindling timber resources being restored ; we see a wasting soil preserved against 
erosion, . ..; we see the heart of the nation lifted, the dull countenance of a de- 
jected people illuminated with hope, the weak eyes of the despairing revived with 
determination, the heart of a great nation beating confidently and patriotically in 
united resolve that we shall continue our march forward, 


—CLAUDE Pepper, U. S. Senator from Florida. 
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Tax Hangover 


There are two schools of thought concerning the expense of maintaining 

the benefits bestowed by the Federal government on the Tennessee valley 

through the TVA. One is to the general effect that people in the valley 

should not look a gift horse in the mouth. The other is to the effect that 

since the Federal government has given the horse it should continue to buy 
oats for it. 


By ANDREW BARNES 


dime?” 

If you can, there are six 
states and scores of counties and hun- 
dreds of villages and towns that would 
like to have it very much. They are in 
a ludicrous, albeit somewhat pathetic, 
position before the Congress of the 
United States, hats in hand, bedeviling 
Uncle Sam for some relief from the 
more abundant life. 

Years ago the New Deal made their 
eyes water with visions of Elysian 
prosperity, and: Congress set out to 
make greener the green pastures of the 
great Tennessee valley. It loaded them 
with such a wealth of the more abund- 
ant life, to the present tune of $300,- 
000,000 and the ultimate tune of $550,- 
000,000 in dams, penstocks, reservoirs, 
power lines, alphabetical agencies, 
flood control, navigation, conservation, 
experiments and whatnot, that the 
fat of the land has literally over- 
whelmed them. 


¢¢ B UDDY, can you spare a guy a 
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Tennessee, Alabama, Georgia, Mis- 
sissippi, Kentucky, and North Caro- 
lina, and scores of counties, school dis- 
tricts, and municipalities within those 
states now are like the Negro minister 
who delivered an overly efficacious 
prayer for rain. He got a flood. And 
as he stood waist-deep in water with 
his flock, the good parson intoned an- 
other prayer: 

“Q’ Lawd, we thank you fo’ all dese 
blessings. But looka heah, Lawd, we 
only axed fo’ a rain. Dis heah’s car- 
ryin’ things too far!” 


| sonia all the theoretical argu- 
ments for and against TVA, de- 
spite the volumes that have been writ- 
ten about it, one fact stands out above 
all others—local officers from the six 
states where the New Deal largess has 
flowed most fulsomely are back before 
Congress saying, “For Lord’s sake, 
give us some relief!” 

They have waked up to the fact that 
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the greener pastures turned out to har- 
bor thistles—thorns in the knotty prob- 
lems of state, county, and municipal 
finance. Having obtained their Prom- 
ised Land, they now want Congress to 
step in and save them from bankruptcy 
threatened by the loss of taxable prop- 
erties. They want the Congress to pass 
a bill requiring the TVA to reimburse 
them for the taxes they have lost 
through its operations. 

And they are begging, pleading, and 
demanding of Congress that the reme- 
dial action be immediate and direct. 
A dozen bills have been pending before 
the House Military Affairs Commit- 
tee to bolster tottering local financial 
structures, keep the schools from clos- 
ing for want of revenues, and carry on 
local governments. Other identical bills 
are pending in the Senate. 

“Representatives of counties and 
taxing districts,” said House Commit- 
tee Chairman Andrew J. May, a Ken- 
tucky Democrat, “have appeared and 
presented dismal and sickening pic- 
tures of the results of government 
ownership and operation of utilities in 
direct competition with private indus- 


try. 
& sf | AS chairman of the House Mili- 
tary Affairs Committee, along 
with all the members of that commit- 
tee, am confronted with the extremely 
grave and difficult legislative problem 
of how to provide relief to school dis- 
tricts and counties that have been com- 
pletely annihilated and destroyed so 
far as government functions and ac- 
tivities are concerned,” he told the 
writer. “County attorneys, county 
judges, principals of high schools, and 
other interested citizens charged with 
the administrative function of local 


APR. 25, 1940 


528 


governments have appeared and told 
tales of woe almost unbelievable, jf 
we, as a committee, did not know that 
they are true. 

“The county attorney of Polk coun- 
ty, Tennessee, has just completed his 
testimony and the revelation of the ef. 
fect of this transfer of private indus- 
tries to government ownership presents 
a dismal picture in that county, and 
likewise along the entire extent of the 
Tennessee river. Scores of counties 
and taxing districts in Tennessee, Ala- 
bama, Georgia, Mississippi, Kentucky, 
and North Carolina will be destroyed. 
The county and other witnesses fre- 
quently stated ‘We are wiped out,’ or 
“We are destroyed,’ or “We are ruined,’ 
or ‘We are down.’ ”’ 

It seems almost unbelievable that 
the situation Chairman May depicted 
would have been unforeseen as the logi- 
cal result of the TVA operations. It is 
as simple as addition. Every time you 
take a private utility, a piece of farm 
land, or other property, into the TVA, 
it becomes tax free, for Chief Justice 
John Marshall a hundred years ago 
determined that U. S. agencies are not 
subject to Iocal taxes. What the TVA 
acquires, the states, counties, and other 
governments lose. They know it now. 


O N March 18, 1939, Governor 
Rivers of Georgia approved a bill 
providing for local taxation of U. S. 
government corporations. It was an 
open attempt to get at the Tennessee 
Valley Authority’s vast properties and 
recoup local finances, but under the 
Supreme Court’s ruling, following the 
precedent established by Marshall, it 
was plainly an unconstitutional effort. 
The states can do nothing. 
Representative May estimated that 
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TVA TAX HANGOVER 


Tennessee and its local treasuries alone 
will lose $3,800,000 in annual tax rev- 
enues. Stanley J. White, auditor for 
the Tennessee Railroad and Public 
Utilities Commission, placed the direct 
loss to the state treasury in the 1940-41 
fiscal year at $925,818. 

Even Senator Norris of Nebraska, 
father of the TVA and as diligent a 
defender of public power as ever sat 
in Congress, recognizes the serious- 
ness of the situation. On July 31, 
1939, he introduced a bill to “render 
financial assistance” to local govern- 
ments in the TVA region. 

When the bill authorizing the TVA 
to buy properties of the Tennessee 
Electric Power and southern Tennes- 
see companies was before Congress, 
Mr. May wanted to write into it a 
provision that the TVA should as- 
sume the tax burden, in a fair measure, 
formerly carried by the private utili- 
ties. He was defeated. Congress 
moves slowly, but bankruptcy never 
loses time. 

The TVA estimated for the House 
Appropriations Committee this year 
that the potential initial tax displace- 
ment accruing from its operations in 
the six states would aggregate $3,538,- 
400. It estimated that $94,275,000 


was removed from tax-roll assess- 
ments by its purchases of utility prop- 
erties. 


T estimated Tennessee’s state and 
local government annual loss of 
revenues at $3,101,700; Alabama, 
$242,500; Mississippi, $114,850 ; Ken- 
tucky (where TVA developments are 
now only partially completed) at $3,- 
800; and North Carolina at $2,400. 

This, however, does not give the en- 
tire picture. Other taxes are lost and 
will be lost to states and local gov- 
ernments as the TVA expands and 
more and more assessable property and 
utility income is transferred from the 
sphere of possible taxation over to gov- 
ernment ownership. The TVA esti- 
mates are very conservative, according 
to Mr. May. 

Certain other pertinent facts stand 
out. Taking Tennessee as an example, 
it is found from the TVA’s figures 
that the total assessed valuation of the 
state since 1932—the depth of the de- 
pression—has shrunk $200,000,000, 
to $1,496,229,000 in 1938. Realty as- 
sessments declined $100,000,000, per- 
sonal property $20,000,000, and public 
utility assessments remained about the 
same. But—note this—in the TVA 


e 


why cannot those Tennessee valley municipalities supple- 


q “Ir the TVA plan is working out in reality as it did on paper, 


ment their faltering taxes with levies on new industries, the 
increased numbers of automobiles, washing machines, re- 
frigerators, electric pianos, and other tangible personal 
property? Why haven't they tapped these sources of rev- 
enue? The best answer to this question is that a hard-pressed 
government with the power to tax never passes up any bets, 
and if there were any revenue to be obtained from these 
sources they would have had it long ago.” 
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The TVA’s Position on Tax Replacements 


By HARCOURT A. MORGAN 
CHAIRMAN, TENNESSEE VALLEY AUTHORITY 


IX any consideration of the tax subject, it is essential to begin with an under- 

standing of the relationship between the Tennessee Valley Authority and its 
wholesale customers. The authority does not engage in the business of distribu- 
tion and sale of electricity at retail; its major function is to operate the generat- 
ing plants and transmit the power to the retail distribution systems owned by 
municipalities and rural cooperative associations to whom the power is sold un- 
der wholesale power contracts. These municipalities and cooperative associa- 
tions own and operate their own distribution systems and distribute the electricity 
to the customers. 

In the contracts between the authority and these wholesale customers, the 
rates at which the power is to be distributed to the consumers are agreed upon. 
These rates are sufficient and as their income accounts show, they do cover all 
state, county, and local taxes previously levied upon the distribution properties. 
Accordingly, the fact is that the consumers are now paying in their rates a sum 
equivalent to the taxes previously assessed against these systems. The problem 
arises from the fact that these revenues, previously collected by the state, county, 
and local taxing authorities, are now paid into the general funds of the municipal- 
ities. This, therefore, is not a question of “tax loss”; it is merely one of equi- 
table adjustment of the tax collections among the state and its subdivisions. 


LEARLY, this is neither a Tennessee Valley Authority nor a Federal problem. 
The question as to whether the states and counties should recapture their 
portion of these payments is one of state policy that can be solved only by state 
legislation. The absence of such legislation accounts for a large portion of the 
so-called tax losses, since the taxes previously levied upon the distribution prop- 
erties, owned not by the Tennessee Valley Authority but by the municipalities 
and local codperatives, account for a large proportion of the total amount. 

The remaining adjustment—and the only one with which the Federal gov- 
ernment is directly concerned—arises out of the fact that the generating plants 
and transmission lines previously subject to state and local taxation are now 
owned by the Federal government through the Tennessee Valley Authority and 
are, therefore, exempt from the taxing power of the state and its subdivisions. 
Here again it is an error to assume that the rates at which the power produced 
by Tennessee Valley Authority is sold are not sufficient to cover the taxes previ- 
ously paid upon these properties. 

The fact is that the wholesale rate at which the authority sells its power 
to the retail distributors is sufficient to cover all of the costs of producing and 
transmitting such power, plus a margin of about 15 per cent. That margin paid 
by the consumers in their rates is sufficient to cover taxes upon these properties. 
The issue is whether it should be utilized for that purpose. 


be theory of the Tennessee Valley Authority Act as now written is that 
the revenues derived from the sale of power over and above the cost of 
production should be returned to the Federal Treasury for the purpose of liqui- 
dating a part of the cost of the navigation and flood-control program. The pro- 
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gram authorized by the statute is a multipurpose one in which power is the pay- 
ing partner. 

The revenues over and above the power costs are available either for reim- 
bursement to the Federal Treasury or for payment of state and local taxes, or for 
both. The issue the Congress must determine is not whether the rates should 
include allowance for taxes, because they already do, but is rather what method 
should be adopted for apportioning these revenues between the Federal govern- 
ment and the local taxing authorities. 

In determining this question it is necessary to weigh the great benefits that 
have been conferred upon the states and communities in this area by the ex- 
penditure of Federal funds against the admitted fact that the transfer of these 
properties from private to public ownership has resulted in some communities 
in temporary but serious fiscal problems. 

The Tennessee Valley Authority Act already provides for payment of 5 per 
cent of Tennessee Valley Authority revenues to the states in lieu of taxes. (Ten- 
nessee Valley Authority revenues are now about $15,000,000 per year.) This 
percentage will in the course of a few years produce sufficient funds to replace 
all the taxes previously paid by the power companies on the facilities taken over 
by the authority. However, one of the factors which aggravates the tax problem 
is that the formula specified in the Tennessee Valley Authority Act for the di- 
vision among the states of the payments to be made by Tennessee Valley Author- 
ity does not work out equitably in the light of the situation as it has actually 
developed since the act was passed. Were it not for this factor, there would be 
no tax problem which could not be solved without additional legislation. 


or this reason the bill now pending in Congress [Norris bill providing for 

taxes to be paid by TVA], which has been recommended by the directors 
of the authority, provides in substance that the authority shall pay to the affected 
states 10 per cent of the gross proceeds derived from the sale of power at whole- 
sale, this percentage being graduated downward until it reaches 5 per cent in 
eight years, this rate to be paid in each fiscal year thereafter. It is further pro- 
vided that the minimum annual payment to each state shall not be less than the 
2-year average of the state and local ad valorem property taxes levied against 
transmission and generating property purchased and operated by the authority 
in each state plus that portion of reservoir lands allocated or estimated to be al- 
locable to power. 

The total payment for each fiscal year is to be apportioned among the sev- 
eral states upon the basis of the amount of power sold in each state and the book 
value of the power property owned within each state. The bill declares it is the 
intention of the Congress that each state shall redistribute these payments, or a 
portion thereof, to the counties and other local taxing districts affected by the 
program of the authority. It is to be especially noted that under this bill the pay- 
meit to be made by the authority to each state is to be at least equal to the total 
state and local ad valorem property taxes previously levied against the power 
property owned by the authority. 

Enactment of these bills will, we believe, solve equitably the only phase of 
this temporary problem, which is a direct responsibility of the Federal govern- 
ment. 

The foregoing statement is from the CONGRESSIONAL REcorD, 
January 4, 1940, p. 105. 
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reservoir counties every classification 
of property fell in value within the 
same period. 

Under § 13 of the TVA Act, the 
authority is required to return to Ala- 
bama and Tennessee 5 per cent of the 
gross operating revenue from those 
states. In 1939 Alabama received 
$141,802 and Tennessee $101,253— 
an amount far below their tax losses 
from the TVA operations. In Ten- 
nessee, the Constitution requires that 
these rebates be distributed according 
to population, thus sending the lion’s 
share to the richer and more populous 
counties. 


HE Federal government itself lost 

$133,863 in electric energy, capi- 
tal stock, social security, and miscel- 
laneous excise taxes through the pur- 
chase of Tennessee Power; and the 
state franchise, gross receipts, motor 
vehicle, unemployment insurance, local 
ad valorem, gasoline, and property 
taxes were whittled down in the trans- 
action. 

Scores of counties’ officials have 
telegraphed and written to Chairman 
May that they would lose from 25 to 
65 per cent of their revenues through 
the switching of property from private 
to public nontaxable ownership. This 
may seem small to persons dealing only 
in billions of dollars. But to local gov- 
ernments it is just as serious as it 
would be to the Federal government if 
it were suddenly faced with the job of 
recouping three and a half billion dol- 
lars of lost revenues. What if Federal 
revenues shrank 50 per cent? Imagine 
the chaos that would follow such an 
event ! 

The problem is, to local government, 
the same problem that a merchant sell- 
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ing $50,000 of goods per year, for 
cash, would face if his best customer 
called and withdrew $25,000 of that 
trade. 

Could either the Federal govern- 
ment or the merchant avoid bank- 
ruptcy in such circumstances? Cer- 
tainly not. The municipalities now 
begging relief must raise existing taxes 
unconscionably to recoup lost revenues, 
or get help through Congress. What- 
ever is taken from TVA income to re- 
imburse them is reflected directly on 
the nation’s taxpayers, for it delays 
that much longer the retirement of 
TVA bonds and keeps us paying in- 
terest on them for that time. 


HAIRMAN May mentioned Polk 
county as an example. Harry J. 
Schaefer, the county attorney, esti- 
mates that Polk county in 1939 col- 
lected $118,489 from the Tennessee 
Electric Power Company, or 40 per 
cent of its total income. The county 
has a bonded debt of $1,833,000. Pub- 
lic ownership has absorbed 129,000 of 
the county’s 277,000 acres. Before 
TVA, Schaefer’s average light bill was 
$5; after TVA it was $4.70. There 
are only 1,103 users of TVA power in 
the county, and it is impossible to levy 
on them a consumers’ tax sufficient to 
recoup the lost $118,489. They simply 
wouldn’t pay it. If the loss is to be ab- 
sorbed in other ways, it means placing 
a tax burden of $7.56 per year on ev- 
ery man, woman, and child in the coun- 
ty. Schaefer told Chairman May that 
Polk county is “certainly much worse 
off” than ever before. The schools, 
serving 4,000 children and employing 
130 teachers, are “facing disruption,” 
and county and municipal finances are 
tottering. 
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The TVA: Investment or Rat Hole? 


aad the TVA is the New Deal’s Gift to Man, why should not tt 

retire this obligation and at the same time recoup a little on tts 

own investment? How long will the Southeast have to wait before 

the greener pastures really get green and the milk and honey start 

flowing? Ten years, or a hundred? Is perpetual motion in eco- 

nomics flunking as flatly for TVA as it flunked for the famous cat- 
and-rat ranch?” 





Other county and local officials—in- 
cluding Governor Prentiss Cooper of 
Tennessee—have come in with similar 
pleas. Loss of local revenues has been 
urged before the House Appropria- 
tions Committee as one reason why 
TVA localities must have more WPA 
money ; they haven’t got the local rev- 
enues to care for their unemployed. 
Here the knife is cutting the Federal 
pocketbook both ways. 

According to Chairman May the 
TVA has brought local governments 
in scores of cases face to face with 
stark and utter bankruptcy. This 
brings up an important question. If 
the TVA is a great public power proj- 
ect for the people of the entire coun- 
try, why should not all of its revenues 
go back into the Federal Treasury? 
The TVA region is supposed to be de- 
tiving great benefits from cheaper 
electric power, industrial development, 
and the expenditure of huge sums of 


533 


government money within its bound- 
aries. 


[ the TVA plan is working out in re- 
ality as it did on paper, why cannot 
those Tennessee valley municipalities 
supplement their faltering taxes with 
levies on new industries, the increased 
numbers of automobiles, washing ma- 
chines, refrigerators, electric pianos, 
and other tangible personal property? 
Why haven’t they tapped these sources 
of revenue? The best answer to this 
question is that a hard-pressed gov- 
ernment with the power to tax never 
passes up any bets, and if there were 
any revenue to be obtained from these 
sources they would have had it long 
ago. 
Another question is raised. Why 
should the United States taxpayers, 
having poured into the Southeast a 
bounty beyond the dream of a Croesus, 
be required to dig down deeper into a 
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sickly wallet and reimburse that region 
for the financial hangover it suffers 
from too much Federal largess? They 
have paid the freight once. If the 
TVA is the New Deal’s Gift to Man, 
why should it not retire this obligation 
and at the same time recoup a little on 
its own investment? How long will 
the Southeast have to wait before the 
greener pastures really get green and 
the milk and honey start flowing? Ten 
years, or a hundred? Is perpetual mo- 
tion in economics flunking as flatly for 


TVA as it flunked for the famous cat. 
and-rat ranch? 

Is public power to be pushed to a re- 
ductio ad absurdum? Remember Fort 
Peck, Montana; Grand Coulee, Wash- 
ington; and Bonneville, Oregon. Gi- 
gantic power projects, all. There too 
the Promised Land has been conjured, 
Will those people wake up to find that 
they have destroyed local tax valua- 
tions, wrecked municipal and school 
financial systems, and bankrupted local 
governments? Look at TVA. 





The Biggest Holding Company of All 


CG ALL the New Deal’s furor against holding companies 

reaches the height of absurdity when we consider the 
political edifice it has built about itself. It represents one of the 
most powerful holding companies the mind of man yet has been 
able to conceive. Strangely, too, many of its subsidiaries have 
not been chartered under any Federal statute but have been or- 
ganized under the laws of Delaware, the prolific mother of 
trusts. Their main stem is the Federal government, but aside 
from this connection they all act independently. 

“Yet like a fertile brood-hen the government has hatched 
numerous eggs from which have emerged the component mem- 
bers which now constitute Uncle Sam’s mastodon holding cor- 
poration. To mention only a few of the long list of alphabetical 
organizations, we have the TVA, SEC, HOLC, FTC, CCC, 
FPC, NYA, NLRB, WPA, FHA, SCC, and FHA. Many of 
them have the power to issue their own securities to finance their 
requirements. How they conduct themselves is not the concern 
of John Citizen, but when it comes to the private holding com- 
panies, then all the New Dealers feel a call to arms, for such 
a hydra has no right to exist.” 

—Loutis GUENTHER, 
President and publisher, The Financial W orld. 
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Continuing Property Records 
For Regulatory Accounting 


The Continuing Property Record—a relatively new instrument in the 

modern technique of utility regulation—is apparently here to stay. Its 

adoption by more and more state commissions is definitely in prospect. 

What are the utility companies going to do about it? Will they codp- 

erate enthusiastically, or render only perfunctory compliance? This 

article sets forth some definite suggestions for an enlightened utility 
policy along this line. 


By JOSEPH B. KLAINER 


been a noticeable general trend 

in utility regulation towards 
more automatic technique. The ap- 
proach has been from several angles. 
For example, there is the Wisconsin 
perpetual inventory, established in 
1934, which emphasizes mechanics for 
property valuation.’ There is the some- 
what older and perhaps better known 
Washington plan for semiautomatic 
rate adjustments on a sliding scale, re- 
sulting in a profit-sharing basis. There 
is the interesting Continuous Rate In- 
vestigation formula of procedure, re- 
cently worked out by the California 
commission. And now we have the 
Continuing Property Records system 
originally included by the public serv- 


| | \or more than a decade there has 


1“The Wisconsin Commission’s Continuous 
pee ye Plan.” By Edmund D. Ayres. Parts 
land 2. Pusiic Utitities FortNIGHTLY, Vol. 
eabed p. 755, June 21, 1934; Vol. 14, p. 20, July 
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ice commission of the state of New 
York as part of its uniform system of 
accounts, and subsequently prescribed 
by special orders. 

These are all efforts from different 
approaches towards simplified but ade- 
quate regulatory procedure to eliminate 
uncertainties of the past which have 
bred so much litigation and dissatisfac- 
tion with commission regulation gen- 
erally. They have as a common objec- 
tive simple, adequate, and sound me- 
chanics for protecting the interests of 
utility ratepayers, investors, and the 
tax-paying public at large. In a sense, 
this trend might be characterized as an 
attempt to arrive at some system of 
effective automatic regulation. 


NUMBER of states have already 
followed suit in adopting the 
New York Public Service Commis- 
sion’s plan for establishing Continuing 
APR. 25, 1940 
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Property Records. Uniform classifica- 
tions of accounts prescribed by the Na- 
tional Association of Railroad and 
Utilities Commissioners and the Fed- 
eral Power Commission definitely im- 
ply their use as a matter of practical 
compliance with their accounting re- 
quirements. It is, therefore, not sur- 
prising that the industry as a whole is 
steadily becoming “Continuing Prop- 
erty Record conscious.” 

Of course, we have long had Fixed 
Capital records for the purpose of re- 
cording chronologically the amounts of 
money spent in making utility prop- 
erty changes; but it was only after the 
idea emerged that such records could 
be a systematic continuing inventory 
of plant and equipment at cost that this 
modern conception of plant accounting 
came into being. 


Deore management at first accept- 
ed this new conception with res- 
ervations. It meant an initial large ex- 
penditure as well as continuing ex- 
pense. It meant more regulation. It 
meant discarding certain routines and 
establishing new ones with the at- 
tendant cost and confusion of retrain- 
ing and reorganizing personnel. Most 
important, under the “fair value’ rule 
laid down in Smyth v. Ames (and re- 
affirmed so often in subsequent Su- 
preme Court decisions in one way or 
another), Continuing Property Rec- 
ords did not seem very important from 
the standpoint of rate regulation. 

The emphasis laid on reproduction 
cost (as distinguished from original 
cost) by the courts during the last 
three or more decades led to the prac- 
tice of having appraisal engineers make 
physical inventories on a reproduction 
cost basis, rather than develop elab- 


APR. 25, 1940 


536 


orate accounting systems. These ap. 
praisals were naturally expensive, es. 
pecially in view of the limited use that 
could be made of them; namely, the 
establishment of a spot reproduction 
cost as of a particular time for a par- 
ticular case. 

However, even in the courts, during 
this period of unquestioned supremacy 
of the Smyth v. Ames docirine, there 
was a growing dissatisfaction with the 
awkward procedure that resulted. This 
found expression in the dissenting 
opinions of Justices Holmes and Bran- 
deis during the 20’s. With the recent 
changes in the U. S. Supreme Court 
there is at least a reasonable basis for 
speculation as to whether this minority 
view of the last decade may not become 
the majority view in the near future. 
Furthermore, the possibility of using 
properly segregated property records 
for estimating reproduction cost by 
trending original cost attaches to such 
records considerable importance even 


under “fair value” rule. 
N any rate, Continuing Property 
Records are bound to prove of 
more and more importance — whether 
“fair value,” or “prudent investment,” 
as exemplified by historical cost, or 
“original cost” as defined by the recent- 
ly prescribed uniform systems of ac- 
counts, should ultimately prevail. As 
the New York Court of Appeals said 
in a recent case involving temporary 
rates, “at least there is some accuracy 
in these figures ; they can be fixed with 
some certainty and are not dependent 
altogether on speculative expert opin- 
ion.’”* 
2 Bronx Gas & E. Co. v. Maltbie (1935) 
268 NY 278, 10 PUR(NS) 1; Yonkers Elec- 


tric Light & P. Co. v. Maltbie (1935) 245 App 
Div 419, 12 PUR(NS) 26. 
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In setting up Continuing Property 
Records we run into two sets of prob- 
lems : 

(1) Those associated with the es- 
tablishment of the system ; 


(2) those associated with maintain- 
ing it successfully. 


It is not the purpose of this discus- 
sion to make any specific recommenda- 
tion as to methods or to present de- 
tailed solution of these problems. It 
simply seeks to suggest a constructive 
approach to them as a whole in order to 
overcome the unsympathetic first reac- 
tion which has resulted in a virtual 
paralysis of the industry’s initiative 
and ingenuity in handling the whole 
subject. 


nN the outset it must be conceded 
that, in order to have a successful 
solution of this problem, there must be 


a real desire for Continuing Property 
Records and a true appreciation of 


their potential value. This whole- 
hearted acceptance of the idea is essen- 
tial to overcome a very understandable 
human tendency to avoid uncovering 
old errors, to let them remain undis- 
turbed. Such errors, resulting from 
past carelessness or policies no longer 
acceptable, are bound to be brought to 
light with the advent of such records. 
Indeed, therein lies one of the real op- 


& 


portunities for management in estab- 
lishing Continuing Property Records. 
It gives the industry a chance of clean- 
ing house once and for all and thereby 
to abandon its defensive position. 

On the other hand, if management 
continues to be unsympathetic to these 
requirements and to accept them as an 
unwelcome burden, its compliance will 
tend to be makeshift and just short of 
the details and effort that would pro- 
duce records of such value as to justify 
their expense from the standpoint of 
management, as well as regulation. The 
difference between a perfunctory sys- 
tem and a vital system can be relatively 
small. 


HE task of setting up a Continu- 
ing Property Records system 
(which we shall hereafter simply call 
CPR) falls naturally into two parts: 
(1) Taking a physical inventory 

of the property ; 

(2) determining the original cost 
and allocating it to the different prop- 
erty units already enumerated in the 
physical inventory. 


So far the industry seems to have 
placed its emphasis on the first phase, 
as if that were the predominating one. 
It appears to be uncertain about the 
second. And yet, as between the two, 
the original cost phase is certainly 


from original cost) by the courts during the last three or 


q “THE emphasis laid on reproduction cost (as distinguished 


more decades led to the practice of having appraisal engi- 
neers make physical inventories on a reproduction cost basis, 
rather than develop elaborate accounting systems. These 
appraisals were naturally expensive, especially in view of the 
limited use that could be made of them; namely, the estab- 
lishment of a spot reproduction cost as of a particular time 


for a particular case.” 
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worthy of more effort. On the whole, 
it will prove easier to obtain an accu- 
rate and complete inventory to be used 
for cost allocation, than to arrive at 
such cost and to complete its allocation 
in a way that will satisfy regulatory 
authorities. 

With respect to the taking of the 
physical inventory there are five points 
of difference from inventories for re- 
production cost appraisal purposes 
which must be kept in mind: 


l IN a reproduction cost appraisal 
e the purpose is to arrive at the 
value of a purely theoretical recreation 
of the company’s property in its pres- 
ent physical status. But the basic in- 
ventory for setting up the CPR must 
show the factual picture of the com- 
pany’s property through its various pe- 
riods of growth and development, tak- 
ing full advantage of all factual 
sources, which vary widely as between 
companies and as between units of the 
same property. 


THE reproduction cost appraisal 
e represents a purely hypothetical 
conclusion as to value without contem- 
plating any further utilization of the 
result. The CPR inventory is only 
the first factual step (perhaps the most 
immediately expensive) for the self- 
perpetuating record. 


A REPRODUCTION cost appraisal 

e can disregard the relationship be- 

tween accounting entries and the time 

element in field construction. The 

CPR must include a special study of 
this relationship. 


4 THE reproduction cost appraisal 
* proceeds on the assumption of 
present-day conditions as far as the 
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cost figures are concerned, whereas 
the CPR inventory must reflect all the 
various cost conditions which applied 
during the entire period of the com. 
pany’s development. 


5 THE reproduction cost appraisal 
e is made without regard for the 
value of the property as recorded by 
the accounting routines. The CPR in- 
ventory is of necessity vitally asso- 
ciated with accounting figures, In 
other words, in the latter there must 
be included a self-balancing method to 
account for the disposition of a host of 
entries. 

Now, when we consider these dif- 
ferences between the two procedures, 
we can set forth several general prin- 
ciples which should govern the general 
plan for a CPR inventory and the sub- 
sequent cost allocation thereof. 

The first general principle is that no 
CPR inventory work should be under- 
taken without a clear understanding of 
the details and form in which the rec- 
ords are to be established and the rou- 
tines maintained. This will be deter- 
mined largely by conditions within 
each company. But unless the inven- 
tories assemble all the physical facts 
which will be required, there may be 
either subsequent expense and delay 
for supplementary inventory work or, 
worse yet, a compromise as to the 
standards set for the CPR to utilize 
information made available by the in- 
ventory. 


HE standards for the CPR will 
necessarily be set at the very be- 
ginning. In other words, the system 
will probably continue on through the 
years according to the scale on which 
it was launched. The initial under- 
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Value of Trained Personnel 


‘. . poorly trained personnel can easily ruin the best planned system. 
Background knowledge is an essential attribute for such a trained per- 


sonnel. 


The individuals should be familiar with the appearance and 


purpose of various property items in order to gather intelligent informa- 

tion about them and not be satisfied with mere routine bookkeeping en- 

tries. In addition, of course, they must be conversant with accounting 

principles and have a general knowledge of the physical property as 
a whole.” 





taking will deal with property which 
probably will date back to the com- 
pany’s origin and may continue in 
service throughout the company’s en- 
tire history. Therefore, any short 
cuts should be viewed with suspicion. 
The setting of high standards at the 
outset eventually will prove to be real 
economy. 

Another guiding principle should be 
to make use of the CPR to uncover all 
possible sources of cost and historical 
information which may exist through 
various departments of the company, 
particularly for.the earlier periods. 
These historical data may prove of 
vital importance in price allocation 
and will often explain otherwise ab- 
normal costs. 


| array as part of the job of estab- 
lishing the CPR, a control should 
be maintained for the capital changes in 
“utility plant” which may occur during 
the period while the work is in prog- 


ress, Forms should be designed and 
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current changes entered and kept in 
balance instead of permitting their cost 
to accumulate in “construction work 
progress,” or blanketed in utility plant 
accounts. Unless such a control is set 
up, the utility may find itself faced 
with another inventory and cost allo- 
cation job after the end of its CPR 
work—all of which would mean more 
delay and expense. 

The personnel for setting up the 
CPR system is the first important 
problem. The key man for such an or- 
ganization might be known, for want 
of a better term, as the codrdinator. It 
would be his job to blend effectively all 
the various activities which would 
have to be carried on simultaneously, 
such as the physical inventory work, 
the accounting analyses, and the many 
different procedures for allocation of 
original cost to the units of property 
enumerated by the inventory. The co- 
ordinator, therefore, has to be well ac- 
quainted with inventory methods and 
well grounded in accounting theory 
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and procedure. The ultimate success 
of the entire system is likely to rest 
largely on his shoulders. 


— a competent coordinator has 

been selected, a staff should be 
organized in two groups. One group 
would be equipped to take physical 
measurements. This calls for a certain 
amount of engineering training. The 
other group would be _ especially 
equipped to analyze accounting records 
and to interpret “Construction Order” 
or “Work Order” systems. This ob- 
viously calls for intimate knowledge of 
property accounting. Both groups 
must be prepared to draw up intelligent 
working papers so as to record their 
results in a concise and clear manner. 
Too much stress cannot be put upon 
the importance of providing for the 
smooth and speedy recording of the 
results by means of adequate working 
papers and routines. 

From these two groups, a third must 
be developed whose function will be to 
associate construction costs estab- 
lished by the cost analysis with the 
units of property enumerated by the 
inventory. Such a hybrid or liaison 
unit calls for the services of engineer- 
ing accountants, or, if you prefer, ac- 
counting engineers. The best practical 
way to mold this third group would be 
to select them from the first two groups 
on the basis of individual performance. 

Inevitably, the problem of staff or- 
ganization will raise the question of 
whether the experience of independent 
consulting valuation firms should be 
utilized. Asa general rule, where such 
consulting service embracing both ac- 
counting and engineering experience 
is available within one firm or asso- 
ciated firms, time and money can often 
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be saved. However, since such com. 
posite service is not generally available, 
it might be more effective to depend on 
consulting firms for only the key per- 
sonnel or for general advisory supervi- 
sion. Where a consulting service js 
employed, it should be adequately sup. 
plemented with company personnel, in 
order to furnish the essential back- 
ground with respect to company af- 
fairs, and to be prepared to take over 
the maintaining of the system. 


HE maintaining of the CPR is 

the continuing function of utility 
plant accounting. For that reason it is 
to be distinguished from the establish- 
ment of the CPR which is the more 
complicated but a nonrecurring task. 

This accounting is essentially the 
systematic procedure for recording 
money values which reflect the con- 
tinual changes in the nature of the 
plant. While it generally resembles 
other accounting phases of a utility’s 
business, utility plant accounting must, 
first of all, summarize and analyze the 
various expenditures recorded. It 
must also be kept constantly current 
throughout the active life of the va- 
rious property units and sometimes 
for long periods thereafter. 

In planning for such accounting 
procedure it is necessary to decide on 
personnel, on a technique for obtain- 
ing the necessary data, and on a record- 
ing system. A competent personnel is 
perhaps the most important element 
because it can overcome or offset short- 
comings in the other elements. On the 
contrary, poorly trained personnel 
can easily ruin the best planned sys- 
tem. Background knowledge is an es- 
sential attribute for such a trained per- 
sonnel. The individuals should be 





CONTINUING PROPERTY RECORDS FOR ACCOUNTING 


familiar with the appearance and pur- 
pose of various property items in order 
to gather intelligent information 
about them and not be satisfied with 
mere routine bookkeeping entries. In 
addition, of course, they must be con- 
versant with accounting principles and 
have a general knowledge of the physi- 
cal property as a whole. The CPR per- 
sonnel need not, however, include pro- 
fessional engineers since the company’s 
operating engineers and construction 
engineers can assist with technical in- 

formation. 
CPR personnel must be thus quali- 
fied in order to determine, for example, 
(a) whether a particular expendi- 


ture should be charged to capital or to 
operating or maintenance ; 

(b) what utility accounts are affect- 
ed and to what extent by a particular 
expenditure ; and 

(c) what entries are necessary to 
record all the elements concerned in 
any property change. 


pronaes the most effective assist- 

ance that management can give to 
the CPR personnel is in the develop- 
ment of the general distinction between 


maintenance charges and _ capital 
charges. Too often past policies on 
this point have been dictated by ex- 
pedience. Such a practice must be dis- 


7 


continued under the CPR if either the 
system or the personnel is to be held 
responsible. 

The CPR personnel should be seg- 
regated into a distinct department or 
division in order to emphasize its re- 
sponsibility and should report to the 
chief accounting officer of the com- 
pany. The work is broad enough and 
certainly important enough to be given 
this distinction. The direct supervision 
over this department should be dele- 
gated to an individual who knows the 
industry, as well as the accounting task 
at hand. He should be a person of tact 
and resource in order to eliminate any 
intradepartmental friction. 


W 2x of the CPR personnel nat- 
urally will fall into three classes 
of activity: Field inspection, cost 
analyses, and general office. Obviously, 
the size of the company will determine 
the size of the staff as well as the ques- 
tion as to what extent staff members 
should “double up” in the three classes 
of activities described. 

The emphasis in field inspection for 
inventory purposes should be on ob- 
taining a complete list of assembled 
units rather than an inventory of ma- 
terials. To do this the man making the 
inspection must have a clear picture of 


tion of whether the experience of independent consulting 


q “... the problem of staff organization will raise the ques- 


valuation firms should be utilized. As a general rule, where 
such consulting service embracing both accounting and 
engineering experience is available within one firm or asso- 
ciated firms, time and money can often be saved. However, 
since such composite service is not generally available, tt 
might be more effective to depend on consulting firms for 
only the key personnel or for general advisory supervision.” 
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the specifications for the units of prop- 
erty and retirement units and a knowl- 
edge of the company’s policy as to 
capital replacements and maintenance 
charges. 

In the beginning it is preferable to 
start out with a rather complete pro- 
gram of field inspection. As the work 
of maintaining the CPR proceeds, it 
may become possible to depend upon 
reports from construction forces sup- 
plemented by spot checking in the case 
of routine extensions. Incidentally, as 
the need for complete inventory of all 
construction eases off, the program of 
field inspection may be arranged so as to 
include field inventories of cross sec- 
tions of the company’s property for the 
purpose of disclosing additions or re- 
placements which have been made 
through maintenance or operating 
charges. Also every year or two a com- 
plete inventory of active equipment ac- 
counts, such as Miscellaneous Plant 
Equipment, or Office and Furniture 
Equipment, will be found worth while. 


No we come to the task of cost 
analysis—the purpose of which 
is to classify expenditures by associat- 
ing them with the inventoried units of 
property. Just by way of running over 
the main headings, here are eight usual 
classifications: Materials, miscellane- 
ous supplies, stores expense and indi- 
rect material costs, direct labor, trans- 
portation, supervisory and indirect 
labor, engineering, and overhead. 
Allocating expenditures among 
these classifications will vary consider- 
ably among companies. A responsible 
part of the job is improving the pro- 
cedural technique for such allocation, 
which, however, should not be carried 
to the point where analysis becomes 
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pure routine. There should always bea 
critical examination from the stand- 
point of reasonableness. 

Thus the materials purchased or is- 
sued from stores should be checked 
against data derived from field inspec- 
tion. This procedure will encourage 
greater care of issues from stores and 
accounting therefor. As the account- 
ing improves, the task of reconciling 
office records with field inspection will 
decrease accordingly. 

In fact, the general momentum of 
cost analysis will inevitably result in the 
invention and use of improved forms 
and other routine devices for carrying 
out the purpose of the work more ef- 
fectively. Thus, in the generally useful 
columnar analysis form sheets, a sec- 
tion of three columns may be provided 
for showing the reconciliation of field 
inspection with store issues and direct 
material purchases, headed : 

_ (1) Quantities per Field Inspec- 

tion ; 

(2) Quantities per Construction 

Ledger ; 

(3) Variations (quantities and per 
cent). 

Entries in the third column will be 
made only in cases of materials, such 
as conductors, where there may be al- 
lowable limits of variation. Centering 
attention on such a check will prove a 
good safeguard against the temptation 
to absorb excessive variations. 

Intermediate columns can also be 
used to accumulate the individual ex- 
penditures for cost elements which can 
be allocated in one total. These are gen- 
erally labor, transportation, and indi- 
rect labor costs. This preliminary ac- 
cumulation will save considerable me- 
chanical effort in the application of 
ratios. 
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5 pon complete analysis of expendi- 
tures, therefore, will result in a 
summary by primary plant accounts of 
the CPR units (added, altered, or re- 
tired) each with its associated cost. 
This summary is necessary as a final 
step in analysis work. 

In passing it should be noted that 
the responsibility for all decisions as 
to accounting entries affecting addi- 
tions or retirements should be centered 
with the personnel in charge of main- 
taining the CPR. This will result in 
consistency of interpretation as to dis- 
tinctions between what should be 
charged to capital and what to operat- 
ing expenditures. 

The general office duties involved in 
maintaining the CPR consist 


(1) of assembling and filing the 
numerous papers which are developed 
during the construction and analysis, 
and 


(2) posting the completed analysis 
to the various forms which constitute 
the CPR. 


In this connection, the CPR person- 
nel should be charged with keeping the 
official completed work order file for 
all departments. Work orders may 
originate in various departments, but 
it is essential that all related papers 
should flow to an official and final lodg- 
ing place where they can be assembled 
in permanent record form. The CPR 
department is the logical depository. 

The posting of the CPR forms pro- 
duces the continuing feature of the 
property record. This makes a costed 
physical inventory of the property by 
account classifications immediately 
available. And, inasmuch as the CPR 
is in effect a subledger for the general 
ledger account designated as “utility 
plant,” this posting process involves a 
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balancing with the total cost of the 
property as carried in the general 
ledger. This balancing step should be 
evidenced by an officially initialed trial 
balance. 


|. seein an adequate work order 

system is necessary for obtaining 
a smooth flow of the data required for 
maintaining the CPR, one of the first 
steps should be a thorough review of 
the company’s work order procedure. 
This may make it apparent that the is- 
sue of work orders ought to be cen- 
tralized in charge of the CPR person- 
nel. Along the same line, intradepart- 
mental correspondence relating to vari- 
ous expenditures should, in some way, 
clear through the CPR department be- 
cause they often contain information 
which would prove of considerable as- 
sistance in connection with the final 
analysis and cost association. 

The detail to which the original cost 
refinements in the CPR should be car- 
ried is to some extent a matter of 
opinion. In general, however, it may be 
stated that the data should be sufficient 
to make a continuing inventory and 
cost of retirement units (either by di- 
rect reference or simple calculation) 
promptly available without the neces- 
sity of an extensive field inventory. 
This suggests that it may be better to 
err on the side of too much detail and 
gradually eliminate surplusage on the 
basis of experience. 

In conclusion, the approach to the 
problem of setting up the CPR must 
be made with an open mind. Any pre- 
conceived idea that the CPR system is 
unworkable or impracticable will stall 
the project at the outset. On the other 
hand, a conviction of the purpose and 
confidence in the feasibility of the sys- 
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tem will release creative ingenuity 
which will yield surprisingly satisfac- 
tory results. In this connection, the 
constantly improving mechanical rec- 
ord-keeping aids are worthy of careful 
consideration. 


HE basic feature of the CPR from 
the regulatory standpoint is to 
provide a prompt and complete picture 
of property value as of any given time 
and on short notice. This eliminates 
the expense, confusion, and delay of 
the cumbersome regulatory practices of 
past years. The basic feature of the 
CPR from the property standpoint 
should, therefore, be the incorporation 
of a full support as to the existence of 
the units of property—so identified 
that it is possible to draw up a list and 
check it in the field. 
It is well to keep in mind that the 
CPR can also help to pay its way by 
eliminating certain other record keep- 


ing, established for one purpose or an- 
other over a period of years. There- 
fore a survey from this standpoint may 
be advisable once the system has been 
established. In this connection, how- 
ever, it should be kept in mind that 
particular conditions may make cer- 
tain duplication of records quite un- 
avoidable. 

In this article an attempt has been 
made to present the general idea of 
Continuing Property Records with a 
more sympathetic viewpoint than has 
been commonly accepted within the 
utility industry. For obvious reasons, 
general features of the problem have 
been stressed and broad recommenda- 
tions made rather than specific sug- 
gestions applicable to particular cases. 
If sufficient interest is shown in this 
general treatment of the subject, sep- 
arate discussions will be prepared deal- 
ing with the broad recommendations in 
specific terms. 





Legal Holiday for Utility Regulation 


CC I po not think anyone outside of the government can realize 
how much freer government can operate in its relations 


with business, such as the utilities, now that both seem to be rid 
of the incubus of that self-styled, big-city constitutional lawyer. 
I am convinced most of our difficulties in this field originated 
with some fancy lawyers who advised their clients not to work 
things out with the government, on the theory that these lawyers 
would be able to defeat the government in the courts, so that 
no working out of things would ever be necessary.” 
—Harry L. Hopkins, 
U. S. Secretary of Commerce. 
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Wire and Wireless 
Communication 


EOPENING the Federal Communica- 
tions Commission’s hearing on 
television on April 8th to determine 
whether research was being unduly re- 
tarded, Chairman James Lawrence Fly 
warned that “this is not to be a trial.” 
No effort, he said, would be made to de- 
termine the legal propriety of the pro- 
motional activities of the industry or to 
adopt any rules pertaining to the design 
or to marketing of receiving sets. 
While the hearing was in progress, 
much of it covering technical ground, re- 
verberations of television were heard on 
Capitol Hill, where Senator Burton K. 
Wheeler, chairman of the Interstate 
Commerce Committee, issued the fol- 
lowing statement : 

I am calling a meeting of the Interstate 
Commerce Committee for Wednesday morn- 
ing [April 10th] to consider whether or 
not the committee will recommend the reso- 
lution by Senator Lundeen of Minnesota 
which would authorize an investigation of 
the action taken by the Federal Communi- 
cations Commission with relation to tele- 
vision. 

Chairman Fly of the Federal Communi- 
cations Commission has asked to be heard 
on this resolution beforé committee action 
is taken. I have invited him to appear Wed- 
nesday morning and am asking Mr. Sarnoff, 
president of RCA, to appear and explain 
his position. The committee will hear all 
interested persons. 

The only question to be decided would 
be as to whether the committee would vote 
the investigation asked for by Senator 
Lundeen. 


Representative Eugene E. Cox, speak- 
ing in the House, said that “what we 
need is probably an investigation of the 
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broadcasters’ trust.’”” He defended the 
FCC against an attack which, he de- 
clared, was based on the charge that it 
was retarding television. His investiga- 
tion had convinced him, he added, that 
the main issue was that the FCC would 
“not permit the broadcasters’ trust” to 
sell the public “near obsolete” televi- 
sion equipment. 


eS . the keynote of the hearing, 


which was attended by 175 members 
of the radio industry, including execu- 
tives, engineers, and attorneys, Chair- 
man Fly said: 

The subjects to which this inquiry is di- 
rected concern the present status of televi- 
sion, its research and development, and the 
problem of the exercise of the commission’s 
statutory duty to issue experimental licenses 
and to fix the standards for television trans- 
mission. 


Allen B. DuMont, president of the 
DuMont Laboratories, Passaic, N. J., 
was the only witness called on April 8th. 
Examined and _ cross-examined, he 
pointed to flexibility of design in televi- 
sion receiving sets as the safe key to the 
future. He announced that he had de- 
veloped a flexible receiver which would 
handle picture reception in any range 
from 400- to 800-line texture. By means 
of a switch, he explained, the operator 
could select, for example, 441-line or 
605-line pictures. 

The set was designed, he said, to op- 
erate automatically with any synchroni- 
zation pulse now in use, so that it could 
pick up the telecasts of the DuMont 
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transmitter at Passaic or the programs 
from Radio City through the Empire 
State building transmitter of the NBC, 
which employs the standard pulse sug- 
gested by the Radio Manufacturers As- 
sociation, 

To protect the public against obsoles- 
cence, Mr. DuMont reported, his com- 
pany guaranteed to keep its present sets 
up to date until January, 1942. Contend- 
ing that there is no such thing as final 
research in radio or television, he went 
on record for a flexible nonobsolescent 
system designed to meet any new con- 
ditions that might arise. The testimony 
indicated the views that no revolution- 
ary developments in television were on 
the immediate horizon and that since a 
decision must be made some time to “go 
ahead,” the present seemed opportune. 


ye fear in some quarters, as dis- 
closed at the hearing, is that if too 
many sets of one manufacturer are sold 
they will dominate the market and auto- 
matically establish standards. Mr. Du- 
Mont estimated that his company had 
sold from 600 to 800 television sets in the 
New York area. He said his present 
transmitter covers from 7 to 10 miles. 

When recent television advertisements 
from The New York Times and The 
New York Herald Tribune were of- 
fered as exhibits, Chairman Fly ruled 
that no commercial aspects, legal, prop- 
erty, or merchandising, would be con- 
sidered by the FCC, and advertisements 
only as they pertained to evidence of 
research and experimentation. 

When Mr. DuMont was under cross- 
examination, Chairman Fly asked 
whether Frank W. Wozencraft, of coun- 
sel for the Radio Corporation of Amer- 
ica, challenged the jurisdiction of the 
FCC. Judge Manton Davis, chief coun- 
sel for the RCA, replied: 


We most certainly do not challenge the 
jurisdiction of the FCC to regulate experi- 
mental uses of frequencies in transmission 
or to fix standards of transmission. 


The hearings were resumed on April 
9th at the Interstate Commerce building. 
At least nine witnesses remained. The 
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general opinion of radio men was that, 
as a result of the facts which the hear. 
ing will bring out, the “red light” which 
the FCC flashed on television March 
22nd will fade back into the green “gp 
ahead” signal which had been set to per- 
mit limited commercialization after 
September Ist. 


aonb Lundeen, in asking for an in- 
vestigation of the FCC’s television 
activities by the Senate Interstate Com. 
merce Committee, made an address over 
a radio network on April 6th criticizing 
the commission. He declared that the 
FCC was throttling the progress of a 
“new industry” and that Congress 
should stop such “bureaucratic seizure 
of power.” Incidentally, Senator Lun- 
deen made public for the first time a dis- 
senting opinion by Commissioner 
Craven, which the Minnesota Senator 
commended as coming from the “only 
technically informed man on the com- 
mission.” In a letter to Senator Lun- 
deen, which was reprinted in the Con- 
gressional Record of April 5th, Commis- 
sioner Craven stated: 


The majority [of the FCC] concludes 
that recent promotional activities of a tele- 
vision-receiver manufacturer will effectively 
stop research and freeze technical develop- 
ment in television. 

In my opinion, such a contention is ab- 
surd on its face, and is not justified by either 
facts or experience. Nothing can stop scien- 
tific research and technical progress in a 
free democracy if incentive is not dis- 
couraged by government. The commission 
itself, by order of suspension, such as i 
the instant case, can create such confusion 
as to retard the development of television 
and discourage the incentive and initiative 
of private enterprise. 

In my opinion, the technique of televisio 
has advanced to the stage where an initia 
public trial is entirely justified. Such a tria 
would spur television onward, not onl 
more rapidly, but also more effectively tha 
any other method. I agree with the majority 
that technical improvements are required i 


should not approve standards at this time 
However, no one can foretell accuratel 
how these technical improvements will b¢ 
secured and what public reaction will be. | 
is already obvious that some of the tech! 
cal methods suggested by the commission 1 
its previous report may not be the best. Thi 
is not surprising, since-the commission hai 
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had no practical experience in technical re- 

search for television or is it equipped to 

undertake such problems. 
* x 


* * 
LEARNING period of 320 hours or 
| Neommenlesell eight weeks, at a 
sibminimum rate of 25 cents per hour, 
was found to be necessary in order to 
prevent curtailment of opportunities for 
employment of telephone operators in 
the independent branch of the telephone 
industry in a determination made on 
April 9th by Dr. Gustav Peck, assistant 
director of the hearings branch of the 
Wage and Hour Division. 

The statutory minimum would other- 
wise be 30 cents an hour. Dr. Peck’s 
rcommendation, which was approved 
by Wage-Hour Administrator Fleming, 
would permit the employment of one 
karner in an exchange employing up to 
ght operators ; two in an exchange em- 
ploying from nine to eighteen operators ; 
three learners in exchanges employing 
nineteen to thirty operators; four learn- 
es for thirty-one to forty-four oper- 
ators; and one learner for each addi- 
tional fifteen operators employed in 
larger exchanges. 

The order affects only the independent 
companies not already exempt from the 
wage-hour statute, which was estimated 
at around 2,100 exchanges employing 
approximately 12,500 operators. 

x ok kk 

HE independent telephone industry 

has shown some concern over the 
recent long-distance telephone rate re- 
tuction negotiated between the FCC and 
the Long Lines department of the 
AT&T. While the independent com- 
panies do not themselves engage directly 
inlong-distance traffic to any appreciable 
extent, they naturally participate in the 
andling of long-distance calls connect- 
ing their local exchanges with the long 
lines division of the Bell system. Com- 
pensation for participation by the inde- 
pendent companies in handling such 
alls has been the subject of recurrent 
‘ontroversy in the past, but agreements 
governing the sharing of tolls had left the 
stuation fairly peaceful prior to 1937. 

With the slashing of long-distance 
itlephone rates by the Bell system dur- 
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ing the last three years, however, the 
compensation of the independent ex- 
changes became correspondingly re- 
duced. Because the recent reduction only 
affected long-distance calls in excess 
of 420 miles, the adverse effect on 
the independent companies was not so 
drastic as it might have been, had the 
rate cut been made generally applicable 
to all long-distance telephone calls. Yet, 
some of the independents were uneasy 
as to what might happen hereafter. This 
was evidenced by an editorial appearing 
in the March 30th issue of Telephony, 
the journal of the independent telephone 
industry. It was pointed out that cer- 
tain rights and interests of the inde- 
pendent companies were being affected 
in FCC-AT&T closed negotiations. 
Along this line, one of the largest in- 
dependent telephone companies in the 
United States, the Jamestown Telephone 
Corporation of Jamestown, N. Y., 


scored an impressive victory in the New 
York Court of Appeals on March 12th. 
(See “Latest Utility Rulings,” p. 571.) 
The case really started in 1931 when the 


Jamestown Telephone Corporation de- 
cided that it was not receiving a fair 
share of the toll revenues under a 1919 
contract with the New York Telephone 
Company (a Bell subsidiary). 


OLLOWING a cost study, the James- 

town company notified the Bell 
company that the contract would be 
terminated in 1932. Both companies con- 
tinued to handle the toll business so as 
not to embarrass the public, but the 
Jamestown company withheld revenue 
which would have been paid under the 
terms of the 1919 contract and for this 
difference, amounting to $189,000, the 
New York Telephone Company sued the 
Jamestown company. The Jamestown 
company won the first round in 1937 
when the lower court found no cause 
for action because the Bell company had 
continued to operate, in the absence of a 
contract, on a quantum meruit basis. 

The second and third rounds were 
likewise won by the Jamestown com- 
pany in the appellate division and court 
of appeals of New York. 
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Business Turns the Corner 


bo her six months’ stalemate in the 
stock market has been broken. Prob- 
ably never before in its history, with the 
exception of the NRA-devaluation pe- 
riod in 1933, had the market ignored such 
a sharp advance in business activity, and 
conversely such a sharp decline. The 
market had been awaiting (1) real fight- 
ing in Europe; (2) Mr. Roosevelt’s de- 
cision as to a third term; and (3) reas- 
surance that the debacle of 1937-8 (when 
the F.R. index plunged from 117 to 79 in 
six months) would not be repeated. 

The decline in the heavy industries 
had been of comparable speed to that in 
1937 ; the question whether it would con- 
tinue hinged on whether the new inven- 
tories built up last fall had to be com- 
pletely liquidated, or whether a perma- 
nently higher level would be considered 
essential by business men due to war 
conditions. Leonard P. Ayres’ pessimis- 
tic forecast and the sober comment of the 
National City Bank served to check re- 
assurance over favorable factors such as 
increased exports, large auto sales, higher 
residential building contracts, etc., and 
retail trade figures were mistrusted due 
to the early advent of Easter. 

A “sign from Heaven” was needed to 
bolster waning morale, and this was 
forthcoming in U. S. Steel’s $1 dividend. 
The market then seized on the Wisconsin 
primary results, although the anti-Roose- 
velt interpretation was somewhat 
strained. A more heartening development 
was the speech by SEC Chairman Frank 
before the New York City Bar Associa- 
tion, followed by the favorable reception 
accorded the Indianapolis Power & Light 
stock offering. 

Last-minute news is mixed, but fav- 
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orable on balance. Retail trade is of 
20 per cent, perhaps due to the change 
in Easter. Retail motor sales have te. 
bounded sharply, March gaining 40 per 
cent. Cash farm income is the highest in 
a decade. Exports for the first six months 
of the war were up 33 per cent. Steel 
operations are now holding their own, 
The stirring new developments in Ev- 
rope, while bearish in their real implica- 
tions, have at least disposed of the 
“phoney war” idea and indicate the im- 
portant role which our national economy 
must play in world events. 


Be 
Standard Gas and Electric 


TANDARD Gas and Electric recently 
turned to Washington again for a 
new executive, SEC Commissioner Ma- 
thews following FDIC Chairman Crow- 
ley into that system (Northern States 
Power Company). Mr. Mathews’ coun- 
sel should prove helpful in aiding the 
company to meet the requirements of 
§ 11. The Associated Gas system ap- 
parently obtained little benefit from in- 
stalling a Washington executive, bank- 
ruptcy following only a few weeks later, 
but the two cases are quite dissimilar. 
Standard Gas is, of course, in no im- 
mediate danger of bankruptcy, although 
the threat several months ago that the 
SEC might cut off dividend income from 
the Philadelphia Company (source 0! 
nearly half its income), owing to trac- 
tion write-offs, caused a temporary 20- 
point drop in the company’s bonds. (Set 
ForTNIGHTLY, February 15th, p. 228.) 
Standard Gas suffers under the double 
handicap of having both a complicated 
corporate structure and scattered ge0- 
graphic distribution. Considerable spade- 
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work will be necessary to work out any 
satisfactory solution of the integration 
problems. While one or two top-layer 
holding companies, such as Byllesby and 
United States Electric Power, have ap- 
parently been sloughed off (the status of 
the former is in litigation), Standard 
Power & Light still remains as the nomi- 
nal top holding company. With its stocks 
rather dormant on the New York curb, 
it is merely a shell, dissolution of which 
has apparently been postponed by SEC 
doubts regarding the legal status of its 
bonds. These were fully assumed by 
Standard Gas some years ago, but may 
possibly still have a technical claim on 
the assets of the company whose name 
they bear. 

In addition, there are a number of 
subholding companies and other corpo- 
rate deadwood which require elimination 
if the “grandfather” clause of § 11 is to 
be strictly observed. On the geographical 
aspect, the company’s operating subsidi- 
aries spread over some 19 states and 
Mexico, and would apparently have to 
constitute at least eight “integrated” 
groups in place of the one or two which 
are theoretically permitted by the act. 
(See map, Fortnicutty, April 11th, 
p. 487.) 

The simplest solution, of course, would 
be to dispose of all properties other than 
the Philadelphia Company, using the 
proceeds so far as possible to buy in or 
redeem outstanding bonds. As indicated 


e 


States Included ° 
Pa. & West Va. 


Okla. & Ark. Oklahoma G. & I 


California Cal. Oregon Power 
TPacific G. & Electric 


Kentucky & Ind. 

Wis. Minn., N. D., Nor. States Power 

Ill, Ia., Mich. Wn. Pub. Service 

Ida, Mont., Or., 

S.D., Wash., Wyo. 
Miscellaneous assets 


Total 


Philadelphia Company 


Mountain States Power 


below, assets other than Philadelphia 
Company have an estimated value of 
about $64,200,000; and, even allowing 
for some shrinkage, this should be suff- 
cient to retire the company’s bonds—par 
value about $72,228,000, currently sell- 
ing around 67. 

However, it seems doubtful whether 
the management would be reconciled to 
such a drastic course. 


TANDARD Gas and Electric is currently 
buttressed by a strong cash position 
—the 1938 balance sheet (latest availa- 
ble) showing $7,511,830 cash assets, 
equivalent to nearly two years’ bond in- 
terest requirements. The company got 
into trouble over the maturity of its notes 
but reorganized in 1938, the note maturi- 
ties being pushed forward to 1948. Sys- 
tem capitalization (in the hands of the 
public) is as follows: 
Subsidiaries 
Funded debt ......... $269,352,300 
Preferred stock 137,747,500 
Minority equity 24,167,121 
Standard G. & E. 
Funded debt 
$7 prior pfd. stock .... 
$6 prior pfd. stock .... 
$4 second pfd. stock .. 
Common stock 


$72,227,500 
368,348 shs. 
100,000 “ 
757,442 “ 
2,162,607 “ 
The estimated liquidating value of the 
assets of Standard Gas and Electric and 
the corresponding 1938 income and equi- 
ties may be summarized as follows (all 
figures in millions of dollars) : 


Est. 1938 
Inc. Recd. 
BySGG&E 

$2.3 
12 


SG&E 
Equity in 
Net Profits 
*$2.3 

1.2 
LE 


Estimated 
Liquidat- 
ing Value 


Al 
$5.4 


*Includes only subsidiaries of Philadelphia Company consolidated in 1938. 


tNot a subsidiary. 


549 


APR. 25, 1940 





PUBLIC UTILITIES FORTNIGHTLY 





ESTIMATED VALUE OF STANDARD GAS AND ELECTRIC ASSETS 
Market Multi- Estimated 
Price plier Value 
California About Used = (Millions) 


$2,375,000 Cal. Or. Power deb. 54/42 102 
A457 ens: ‘Gal. Or: Power $95 DEG. «ioe oes 5 check west 95E 
1S;478iensGal, Or; Power 690 Did: «...6.0ca ses csccccees 86E 
82,061 shs. Cal. Or. Power common ire 
99,387 shs. San Diego Cons. G. & E. common 

200,420 shs. *Pacific Gas & Electric common 


Colorado 
00) Shs: So, (Colo; Power 7% Did. os iccswwnreedicda% 
6,247 shs. So. Colo. Power common A 
75,000 shs. So. Colo. Power common B 


Ida., Mont., Or., S. D., Wash., Wyo. 
140,614 shs. Mountain States Power common 21 


Minn., Wis., N. D., Iil., Ia., Mich. 
11,600 shs. No. States Power (Del.) common / 13 
728,083 shs. No. States Power (Del.) common B 
13,397 shs. Wisconsin Pub. Serv. 7% pfd. ............. 106E 
900,000 shs. Wisconsin Pub. Serv. common os 


1 
4 


Kentucky and Indiana 
282,588 shs. Louisville G. & E. (Del.) common B 


Oklahoma and Arkansas 
191,000 shs. Oklahoma Gas & Electric common 


Pennsylvania and West Virginia 
4,634,530 shs. Philadelphia Company common 
Miscellaneous Security Holdings 
290 shs. Market St. Railway 6% pfd. ............... 
25,500 shs. Market St. Railway second pfd. 
61,900 shs. Market St. Railway common 
9,000 shs. {Deep Rock Oil & Ref. common 
969 shs. {Deep Rock Oil & Ref. $7 pfd. ...... Jeet. 
579,132 shs. {Deep Rock Oil & Ref. common 
$2,900,000 Empresa de Serv. (Mex.) 
5,000 shs. Horseshoe Lake Oil common 
1,000 shs. Tri-State Land common 
Other Assets 
$3,444,610 Indebtedness of affiliates not current - ne 3.4 
$6,479,645 Net quick assets si ca 7.2 


$96.6 


* Not a subsidiary (less than 10 per cent owned). 

+ Class B stock is entitled to only one-tenth the amount of dividends paid on the A com- 
mon, hence the price is estimated at about one-tenth that of the A stock. 

tIn bankruptcy. 

E Estimated. 


7 


The method by which the above esti- HE estimated liquidating value of 
mated liquidating values were arrived at $96,600,000 for the parent company 
is indicated in the accompanying detailed would be equivalent, after deducting the 
table. (When no market price was avail- par value of the funded debt, to about 
able, the value was estimated as a multi- $52. share on the 468,348 shares of prior 
ple of earnings, the choice of multiplier preferred stock. The $6 preferred is cur- 
being based on the financial record.) rently selling around 15 and the #7 
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around 18. If the bonds could be re- 
tired by tender or purchase, at say 75, 
this would leave a liquidating value of 
about 91 for the prior preferred. More- 
over, these estimates are based on 1938 
earnings figures, and 1939 results (not 
yet completely available) are much more 
favorable. Dividend arrears amount to 
about $42 on the $7 stock and $36 on the 
$6 issue. 

Standard Gas has just announced its 
first step in an apparent program to dis- 
pose of isolated properties in conformity 
with §11. The board has authorized 
Messrs. Crowley, Lynch, and Emanuel 
to negotiate for the sale of San Diego 
Consolidated Gas & Electric Company, 
the $46,000,000 subsidiary serving San 
Diego, California, and contiguous terri- 
tory. 

The San Diego company has had an 
excellent earnings record, minimum earn- 
ings of the last fifteen years being 
$4.73, in 1934. In 1939 about $8.92 was 
earned on the common stock, compared 
with $10.30 in 1939. Earnings figures 
could be adjusted to a higher level if 
depreciation rates were lowered (last 
year depreciation was 16 per cent of 
gross, depreciation and maintenance 
combined 24 per cent). If marketed to 
the public the stock would probably be 
split up. Considering the high deprecia- 
tion rate and the substantial rate base 
(which would indicate a value for the 
common around $180), a public offering 
price of $125 (higher if the stock is split) 
would seem a reasonable guess. On this 
basis Standard Gas might realize in the 
neighborhood of $12,000,000. 

This amount could be applied to pur- 
chase in the open market (or by tender) 
of Standard’s five bond issues on a pari 
passu basis. They are all selling currently 
in the neighborhood of 67 (range this 
year about 48-72). At current prices 
about $18,000,000 bonds could probably 
be retired, or some 25 per cent of the 
outstanding amount, and if obtained be- 
low par this would, of course, improve 
the position of the preferred stocks. 

It is reported, however, that Southern 
California Edison may be interested in 
buying San Diego, which is intercon- 
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nected with one of its own properties. 
Disposal of the property in this manner 
would, of course, save underwriting 
costs. 

- 


Utilities Becoming “Stock- 
Minded”? 


| goons for the Indianapolis Power 
stock offering, utility financing in 
recent weeks has been at low ebb. How- 
ever, various plans are now under way 
which may result in important refund- 
ing operations in June or July. 

The success of Dillon, Read a few 
weeks ago with their 200,000-share dis- 
tribution of Commonwealth Edison, and 
the marked success of Lehman Brothers’ 
recent Indianapolis stock offering (par- 
tially due to fixing the price at 24 in- 
stead of 25) have resulted in the utilities 
and the Street becoming more “stock- 
minded.” Formerly, the utilities were 
dubious regarding their ability to interest 
the public in stock offerings, but the over- 
subscription of the Indianapolis issue 
(despite the comparative obscurity of the 
company) indicates that the public’s 
faith in high-grade operating company 
equities has not been destroyed. 

Common stock distributions are, from 
the SEC standpoint, an ideal solution of 
the geographical difficulties inherent in 
§ 11. Wall Street underwriting houses 
will be glad to obtain the resultant busi- 
ness, provided, of course, that the SEC 
and the utilities work harmoniously in- 
stead of disagreeing sharply over ques- 
tions of policy as in the Consumers Power 
Case. 

The April 10th offering of 160,000 
shares of West Penn Power common at 
$27 (together with $3,500,000 first 3s 
due 1970) did not fare so well, due 
probably to the effects of the war news 
on utility stocks, and the further last- 
minute changes required by the SEC. 
The stock is currently quoted fractional- 
ly below the offering price. While 73,200 
shares of Washington Gas Light appear 
on the SEC calendar, these are merely 
being registered to take care of future 
potential conversion of the 24,400 shares 
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of $4.50 preferred stock (the offering of 
which to stockholders is being under- 
written). The entire common stock issue 
of San Diego Consolidated Gas & Elec- 
tric may be offered to the public. 

> 


Section II Headed for the 
Supreme Court? 


bee first two utility systems served 
with “show cause” orders by the 
SEC, in connection with their integration 
plans, were Electric Bond and Share and 
Engineers Public Service. The former 
has requested the commission to decide 
the status of American Gas and Electric, 
which had presented its own plan to the 
SEC (on which recent hearings have 
been held) despite the fact that it is 
technically an Electric Bond subsidiary. 

Engineers Public Service, which op- 
erates in 15 states and Mexico, has filed 
a 55-page brief in which it admits that 
its system set-up does not square with 
the language of the act, but challenges 
the constitutionality of the “death sen- 
tence” for these reasons: 


It invades the reserved powers of 
the states and attempts to control in- 
trastate transactions. 

It is an unlawful exercise of the 
power of Congress to regulate com- 
merce. 

It deprives the system of liberty 
and property without due process of 
law. 

It constitutes a taking of private 
property without just compensation. 

Its provisions are unjust, unreason- 
able, arbitrary, and capricious. 

It fails to prescribe with requisite 
certainty the obligations imposed upon 
the companies. 

It constitutes unlawful delegation of 
legislative power. 

It .constitutes an unlawful delega- 
tion of judicial power. 


The commission’s reaction will be in- 
teresting. It has already refused the 
company’s request for a 90-day continu- 
ance of the date set for hearing. (See 
p. 562.) 
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Associated Gas & Electric 


A= a careful analysis of the prob- 
lems confronting the Associated 
Gas system, Standard Statistics reaches 
the conclusion that the available earn- 
ings for the top holding company (after 
effecting the proposed merger of AG&E 
Company with AG&E Corporation) will 
be dependent largely upon the thor- 
oughness of the reorganization proceed- 
ings. If the latter involves complete 
simplification and accounting readjust- 
ments as well as geographical integra- 
tion, thus removing existing barriers to 
the free flow of income from operating 
companies to the top holding company, 
the income of the latter should be at 
least $9,000,000 annually. 

Capitalizing this on a ten-times-earn- 
ings basis and making provision-for full 
payment of the $6,199,770 Corporation 
8s which came due March Ist, the indi- 
cated asset value would be equivalent to 
about $36 per bond for both Corpora- 
tion and Company bonds. These bonds 
have recently been quoted around 14. 

The Corporation bonds (over the 
counter) and the Company bonds (on 
the curb) sell at approximately the same 
levels. Theoretically, the Company 
bonds should be much inferior to the 
Corporation bonds so far as system equi- 
ties are concerned, since they are issued 
against Company-held Corporation obli- 
gations which are junior to all Corpora- 
tion bonds held by the public. However, 
the Company bonds represent the hold- 
ings of bondholders who refused to co- 
Operate in the 1933 recapitalization, 
when Corporation bonds were offered in 
exchange, and it is thought that the SEC 
and the court may not penalize bond- 
holders for not “going along” with a re- 
organization of undetermined legality. 


Erratum: In the FortniGHTty of 
February 29th, page 289, reference was 
made to an order of the public service 
commission of New York, granting an 
increase in rates to offset increased taxes. 
This was erroneously described as an in- 
crease in electric rates, whereas it re- 
ferred to changes in the gas rate. 
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What Others Think 


\. 


( Technological Unemployment— 
ay A Fact or a Fallacy? 


Ast month Senator O’Mahoney in- 
troduced a bill in the U. S. Senate 
to penalize employers who make more 
than average use of machinery by plac- 
ing a differential tax upon them. This 
would reward by a corresponding reduc- 
tion in tax those employers using “less 
than average machinery” and “making 
more than average” use of labor. 

Accompanying his bill, Senator O’Ma- 
honey made a statement about “the ap- 
palling fact that profits of industry are 
increasing but employment is not keep- 
ing pace with the increase of produc- 
tion.” His statement cited a report on 
profits of 669 large corporations during 
1939. These profits had increased 83.1 
per cent over 1936—the inference being 
that, since all these industries were 
mechanized, it bore out his thesis that 
such mechanization was increasing prof- 
its without increasing opportunities for 
employment. 

Included in the table was a reference 
to 12 corporations classified as “elec- 
trical equipment and radio,” which 
showed an increase in profits of 102.5 
per cent over 1938, and 103 utility com- 
panies which showed an increase of 
profits of 11.4 per cent in 1939. The 
statement made no particular reference 
to the telephone industry, although the 
recent trend toward automatic (dial) 
equipment instead of manual switch- 
board operation has been attacked from 
labor quarters as aggravating unem- 
ployment. 


emma O’Mahoney’s proposal was 
immediately attacked by The New 
York Times, which stated editorially in 
part: 


It was disturbing for the President re- 
cently to speak of the task of “finding jobs 
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faster than invention can take them away” 
—a statement which implied an acceptance 
on his part of the fallacies of the tech- 
nophobes. The introduction of Senator 
O’Mahoney’s bill proves once more that 
mistaken notions lead to unsound and dan- 
gerous policies. The discussion in the 
Senate that accompanied the introduction of 
the measure, moreover, revealed an appar- 
ently widespread acceptance of these mis- 
taken notions in Congress. For the general 
purposes of the act were by implication en- 
dorsed by Senators Clark of Missouri, 
Walsh, and Wagner. 


(Incidentally, the only Senator to of- 
fer serious objection to the bill at the 
time of its introduction was Senator Nor- 
ris of Nebraska, who was certain that 
its effect would be “to put a tax upon 
human progress, and that it would act 
as a preventive of all technological in- 
ventions that would improve anything 
now in existence.” Senator Norris 
added that “the history of civilization is 
simply the story of technological inven- 
tions that have been made and put to 
use.” 

The Times editorial concluded: 


In all consistency Mr. O’Mahoney’s bill 
ought to go on to penalize all labor-saving 
machinery whatever. To penalize merely 
“more-than-average” machinery and reward 
“less-than-average” machinery, if machin- 
ery were really the great evil, would be in 
principle like rewarding those who commit 
only less than average crimes. Why not force 
the Ford and General Motors companies to 
hammer out their cars by hand, and allow 
only handwritten newspapers to circulate? 

It ought not to be necessary at this late 
date, with the overwhelming evidence of 
history before us, to reargue the case for 
the machine in relation to employment. 
What is lost in employment at one point 1s 
offset elsewhere by reduced costs of pro- 
duction or new or improved products which 
increase demand and increase jobs. It is true 
that society has a duty, which has only re- 
cently been recognized, to make provision 
for those particular workers who are dis- 
placed by machinery in the first instance. But 
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if we should penalize by increased taxes the 
particular employers who introduce machin- 
ery, we would not only imply that the in- 
troduction of machinery is somehow anti- 
social; we would definitely retard tech- 
nological progress. 


HE controversy recalled a recent de- 

fense of technological progress as 
a boon to employment in the creation of 
the substance from which government 
taxes are collected by Dr. Karl T. Comp- 
ton, president of the Massachusetts In- 
stitute of Technology and _ nationally 
known scientist. 

Dr. Compton outlined his views on 
modern progress at a dinner given in 
Rochester, N. Y., on February 19th in 
honor of thirty-seven inventors and re- 
search men of the Rochester area, 
“whose work has enlarged employment 
or improved the standard of living.” 
These thirty-seven received scrolls from 
the National Committee on Modern 
Pioneers as part of a celebration of the 
sesquicentennial anniversary of the es- 
tablishment of the United States patent 
system. ; 

Dr. Compton declared that it was dis- 
turbing to find our political leaders with- 
out a real appreciation of the part which 
science and invention might play “in a 
favorable environment” in solving the 
problems of unemployment and to in- 
crease earnings. 

He said on this point: 

With only a few minor exceptions the 
policies which have been followed have been 
such as to discourage the development and 
fruition of new business enterprises based 
upon the invention and introduction of new 
products or services. Even in the message of 
the President of the United States to Con- 
gress, a little over a month ago, profound 
lack of understanding and appreciation of 
the rdle of technological progress was dis- 
closed in such phrases as, “we have not yet 
found a way to employ the surplus of our 
labor which the efficiency of our industrial 
processes has created,” or “to face the task 
of finding jobs faster than invention can 
take them away—is not defeatism.” 

I have ventured to mention the attitude 
of some of our political leaders toward 
these matters simply because I believe that 
their attitude has not been for the best in- 
terests of the country, or even for the ulti- 
mate best interests of those portions of our 
population which have been described as 


“forgotten men” or to whose interest much 
of the recent legislation has been directed. 


R. Compton added that while it 

might be admitted that technologi- 
cal progress had sometimes created 
technological unemployment in specific 
situations, and while “undoubtedly ef- 
forts must be made to mitigate the ef- 
fects of such situations,” nevertheless 
the record showed that the efficiency of 
our industrial processes had not created 
a surplus of labor, but had created new 
employment, while making available to 
the public materials and services which 
would otherwise have been completely 
inaccessible to any except a favored few. 
He continued: 

On the face of this record, it is difficult 
to understand the President’s phrase “to 
face the task of finding jobs faster than in- 
vention can take them away.” Such state- 
ments as those made by President Roosevelt 
focus attention upon the least important 
results of technological progress and even 
then handle the subject in such a superficial 
manner as to distort the real significance of 
efficiency in industrial production. 

They ignore entirely the other and more 
significant aspects of technological progress 
which have created jobs, created employ- 
ment, created profits, and incidentally cre- 
ated the substance from which government 
taxes are collected. 

How much more encouraging and real, 
and how much more promising as a program 
to lift our country to a higher plane of 
prosperity, is the thought expressed by that 
great benefactor of mankind, Pasteur, when 
he said, “In our century science is the soul 
of the prosperity of nations and the living 
source of all progress. Undoubtedly the tir- 
ing discussions of politics seem to be our 
guide—empty appearances. What really 
leads us forward is a few scientific dis- 
coveries and their application.” 


Dr. Compton referred to the men re- 
ceiving the Modern Pioneer awards as 
“notable representatives of a great army 
of scientists, engineers, and inventors 
whose work has brought to this country 
the greater part of that prosperity 
which we now enjoy, and whose further 
work implemented by the new modern 
pioneers who will be added to their 
ranks, year by year, has the possibility 
of bringing still greater prosperity and 
happiness to our country.” 
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A Canadian Looks at the New 
St. Lawrence Seaway 


, [ \HE surprising changes that have oc- 
curred recently in Canadian politics 
with respect to the proposed St. Law 
rence seaway treaty lend added interest 
to a recent discussion of the economic 
aspects of this plan by W. T. Jackman, 
professor of transportation at the Uni- 
versity of Toronto. Professor Jackman’s 
discussion was published in pamphlet 
form in February of this year. He is 
opposed to the revival of the St. Law- 
rence project and summarizes his rea- 
sons as follows (speaking, of course, 
from the standpoint of a patriotic Ca- 
nadian concerned with winning the war 
against Germany for the Allies) : 

1, All our resources, human and material, 
are required for the prosecution of the war. 

2. Ample power is available on contract 
and more could be had in a short time by a 
much smaller expenditure of capital. 

3. The proposed St. Lawrence power 
would not be available in less than five or 
six years—when we expect the war will be 
over. 

4. The supposed navigation advantages 
prove unsubstantial when carefully analyzed. 

5. Our national direct and guaranteed debt 
in 1936 was $7,039,091,538, and, if increased 
by the cost of the present war on the same 
basis as the former war would be augmented 
by $1,700,000,000 and thereby become over 
$8,700,000,000. This would amount to an 
average debt of $800 for every man, woman, 
and child, or $3,200 debt for a family of four 
persons. Shall we add the immense millions 
of the St. Lawrence project? 

Referring to previous engineering sur- 
veys, Professor Jackman estimates that 
the combined development of a 27-foot 
navigation seaway and full installation 
of 5,103,100-horsepower generating 
facilities between Montreal and Lake 
Ontario would cost, if developed at the 
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same time, $658,487,000, plus interes; 
over a construction period of ten years 
of $164,621,750, making a total cost of 
$823,108,750. (If navigation and power 
features were constructed separately, 
the total would be over $900,000,000.) 
For the “international” section (extend- 
ing from lower Lake Ontario to Corn- 
wall), the combined cost of navigation 
and power, if constructed at the same 
time, would be $337,820,000, plus the 
cost of certain added local improvements 
of the Thousand Islands section. 


INALLY, he estimates that it will take 
$200,000,000 for improvement of the 
lake channels above the international 
section, and $130,000,000 for improve- 
ments in the Welland ship canal. At this 
point the author referred to the invari- 
able habit of engineers in underestimat- 
ing cost of such projects. He noted the 
following comparable projects: 
Adding the above subtotals for sections 
of the St. Lawrence development, Pro- 
fessor Jackman gets a grand total cost 
of $1,340,000,000, of which Canada’s 
share would be one-half billion or $670,- 
000,000 plus the cost of deepening im- 
portant Great Lakes harbors from the 
present average depth of 20 feet to 27 
feet. Professor Jackman stated: 


It must be remembered that even if this 
upper part of the waterway were thus im- 
proved there would be no benefit to naviga- 
tion, for until the section between Cornwall 
and Montreal were deepened to 27 feet no 
vessels of that draft could come into the 
lakes. Instead, the present bulk freighters 
would still have to transfer their cargoes 
of grain to the canallers at Prescott or 
Kinston for futherance to Montreal. If, 


Actual 
Cost 
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375,000,000 
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53,000,000 
170,000,000 (1931) 
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then, this improvement above Cornwall were 
of no advantage for navigation, the cost of 
its development should have to be borne by 
the power interests which received all the 
benefit. This would mean that in order to 
get 1,100,000 horsepower of electric energy, 
the province of Ontario, which would re- 
ceive all this power, should have to bear the 
cost of its production, that is, $670,000,000. 
This is the equivalent of about $610 per 
horsepower as the cost of production. Then, 
before this power could be used there would 
be the added cost of transmission systems. 
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This cost, of course, is far beyond that of 
the privately owned power companies. But 
if the Dominion government were to under- 
take this restricted development and charge 
most of the cost to the taxpayers of the 
whole country, the amount of the cost to be 
borne by the Ontario power beneficiaries 
could be greatly reduced, but at the expense 
of the residents of the other provinces. 

On the other hand, if the government 
were to construct the necessary works from 
the head of the lakes down to Montreal, so 
as to make available a 27-foot navigation as 
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well as the development of the power, the 
actual cost of the whole project, if propor- 
tionately the same as those cases noted 
above, would be $2,500,000,000 to $3,300,- 
000,000. The statements made by some as 
to the small amount which would have to 
be spent to complete this project are grossly 
perverted, absurd, grotesque. Since the 
canals along this route have been made toll- 
free, the returns from the navigation would 
be insignificant. The taxpayers of the en- 
tire country would have to bear the burden 
of the cost and the power users of Ontario 
would be the main beneficiaries. 


He anticipates the criticism that he has 
used estimates higher than those pre- 
pared by government engineers and used 
in drafting the proposed treaty, and that 
in order to arrive at such large figures 
he made the assumption that the cost 
would be increased over the estimates 
by a close amount. However, he checks 
his total figure of $1,340,000,000 against 
an estimate made by Brookings Institu- 
tion, which concluded that the total cost 
of navigation and power projects com- 
bined would be $9,900,000,000. He adds 
that official figures do not include the 
very important item of interest during 
construction and of the expense of deep- 
ening lake and river harbors, the com- 
pletion of which every substantial lake 
and river port in the two countries would 
undoubtedly press if the main project 
were completed. 


' \ 7itH reference to hydroelectric 
power, Professor Jackman makes 
the following summary : 


1. The Hydro-Electric Power Commis- 
sion, which was exporting electric energy 
in 1934 to the extent of 367,953,300 kilowatt 
hours, increased this amount in each of the 
following years until in 1937 it exported 
386,310,900 kilowatt hours. During the same 
time, of its surplus its exports increased 
from 193,449,610 to 439,491,214 kilowatt 
hours. The Canadian Niagara Power Com- 
pany, during the same time, increased its ex- 
port from 336,517,856 to 392,013,401 kilowatt 
hours. Surely, if there should be a need for 
additional power for industries, a substan- 
tial share of this export power could be re- 
called. Moreover, if power were required 
for industry, would it not be appropriate for 
the commission to cease for a time its ac- 


2. The fact that, if the navigation and 
power development of the international g¢. 
tion of the St. Lawrence were undertaken 
it would be at least seven to eight years |e. 
fore the power would be available for ts 
would render this source of power usels, 
for meeting war demands. If, therefore, -he 
war be the avowed reason for the present 
activity in promoting the St. Lawrence 
plan, we may be sure that the war would be 
ended before this power could be ready {or 
use. 

3. If the commission should require addi- 
tional power for war industries, there are 
abundant supplies available almost immedi. 
ately from the Province of Quebec, and this 
power could be obtained at rates which are 
most reasonable. We have only to remind 
ourselves of the power potentialities and 
the equipment of Beauharnois, the Shaw- 
inigan, the St. Maurice, and the Saguenay 
—not to mention other important sources— 
to realize that ample electric power could 
be provided within a few months. Does the 
commission realize that the Beauharnois 
Power Company, by a small increase of its 
capital investment and a reasonable devia- 
tion of the water of the river, could soon 
increase its power possibilities enormously? 
Since Great Britain and France are vigor- 
ously coOperating, cannot Ontario and Que- 
bec do likewise? 

4, If it were thought desirable by the 
Ontario authorities to direct their attention 
to the development of Ontario resources of 
power, an additional 500,000 horsepower 
could be secured at points on the upper 
Ottawa river (with Quebec co6peration), 
besides the valuable opportunity at Carillon 
on the lower part of this river. Then, too, 
the resources of the river Madawaska are 
yet an untapped source of potential wealth 
in this respect. Any or all of these Ontario 
sources could be brought to production in 
a relatively short time and with much less 
expenditure than the international section of 
the St. Lawrence. We do not hesitate to 
believe that the resources of this river will 
ultimately be employed for the fuller eco- 
nomic welfare of the country ; but to expend 
many hundreds of millions upon it now 
when an enormously costly war is on hand 
would be the essence of insanity, especially 
when we have ample power available at 
comparatively small cost. The mere fact that 
Ontario would benefit by the prodigious ex- 
penditures of the country as a whole upon 
this project should not becloud the real 
issue in the minds of those who are think- 
ing of national rather than provincial in- 
terests. 


Professor Jackman then goes into a 


tivity in urging the use of electricity on the cee ote Te 
farms, or in industry which is not related description of the navigation and traffic 


to war work? factors. He concluded: 
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In these days of immense national debts, 
of heavy taxation, and of trade disorganiza- 
tion, the chief wheat-importing countries 
have to purchase also many other commodi- 
ties which are essential for their industrial 
and social life ; and they must purchase their 
requirements at the times and at the prices 
which are most reasonable. Our wheat, im- 
mediately after threshing, is shipped to the 
western elevators and thence by lake navi- 
gation to eastern elevators at lake ports and 
St. Lawrence harbors. The British and 
other importers buy this wheat weeks and 
months ahead of the time it will be con- 
sumed as bread. To consider that, under 
this complicated system of marketing and 
handling, the farmer’s return would be af- 
fected in any direct way by the proposed 
improvement of the St. Lawrence channel 
is to think in terms of the unreal. The price 
of the wheat is determined in the buyer’s 
market, which is an international and highly 
competitive market. 

Here, then, at the seat of the price-mak- 
ing forces, the British importer would bid 
a price which would give him the benefit 


of the lowest transportation charge for get- 
ting the wheat to Great Britain. If the pro- 
posed deepening of the St. Lawrence should 
perchance reduce this transportation cost 
by even 2 cents per bushel, the importer 
would offer about that much less than before 
for his wheat. 


H° added that even if there should be 
a margin of this reduced cost 
which did not go to the importer, there 
are well-organized interests between the 
farmers and the importers which would 
share the remainder. In other words, it 
would be a purely mythical conception 
to suppose that, even if there were lower 
carrying costs from the proposed St. 
Lawrence development, any substantial 
part of this would get back to the farm- 
ers, even though the farmers would have 
to pay their share of the construction, 
maintenance, and operating costs. 





Is the Public Utility Concept Obsolete? 
x admitting that the theory 


of public utility regulation is being 
steadily hastened as a device of govern- 
ment control over more industries, Dr. 
Horace M. Gray, associate professor of 
economics of the University of Illinois, 
writing in the February issue of The 
Journal of Land & Public Utility Eco- 
nomics, thinks that the public utility con- 
cept is “passing,” or at any rate is 
doomed to eventual abandonment. 

Dr. Gray referred to the growth of this 
public utility concept in the nineteenth 
century when railroads, gas, and other 
utility forms were being allowed monop- 
olistic privileges, which were subse- 
quently exercised in such a way that 
a policing system, known as public util- 
ity regulation, had to be set up to protect 
the public from utility abuse. But these 
regulatory laws, in the opinion of Dr. 
Gray, have not proven to be effective. 
He stated: 

Whatever relative weight may be assigned 
to these conflicting objectives in pre-war 
legislation, it seems clear that protection 
of consumers faded into the background 


during subsequent years. In the war period 
emphasis shifted to the problems of pro- 


viding adequate service facilities, obtain- 
ing much needed capital, and adjusting rates 
upward to cover rising costs. After the war 
the utility industries entered upon a boom 
period during which rapid expansion was 
the guiding principle of both private and 
public policy. Private financiers and pro- 
moters were concerned with new construc- 
tion, finance, consolidation, elimination of 
residual competition, organization of great 
economic empires, and speculative profits. 
Public regulation, in so far as the interests 
of consumers were concerned, practically 
ceased to function; the policies of commis- 
sions and courts, particularly the latter, 
were calculated to promote the expansion- 
ist and profit-seeking activities of private 
enterprise. When, after 1929, the drastic cur- 
tailment of consumer purchasing power gave 
rise to a widespread agitation for reduc- 
tion of utility rates, commissions and courts 
came to the rescue of the hard-pressed 
utilities and prevented, or minimized, rate 
reduction by invoking a tortured construc- 
tion of the “fair return on fair value” doc- 
trine. In extreme cases, as in railroads, rates 
were actually raised at a time when by every 
criterion of economic teaching they should 
have been lowered. It thus became increas- 
ingly apparent that “protection of consum- 
ers” had been superseded in large measure 
by “protection of property.” Recently an 
even more menacing and antisocial use of 
the public utility concept has developed. In 
order to preserve obsolete economic organ- 


559 APR. 25, 1940 





PUBLIC UTILITIES FORTNIGHTLY 


ization, it is now proposed to invoke this 
concept to prevent the establishment of al- 
ternative institutions designed to serve needs 
not adequately provided for under existing 
arrangements. A number of examples may 
be cited to illustrate this latest stage of “in- 
stitutional decadence.” 


R. Gray then referred to the attempt 
D of the railroads to suppress com- 
petition from motor carriers by having 
the latter included within the restrictive 
confines of the public utility status. He 
referred to attempts by the electric 
utility companies ‘“‘to secure inclusion 
within the public utility category of 
municipal electric systems” so that the 
latter could be forced to conform to the 
same standards of government regula- 
tion which govern private operation. 

Attacks from the same quarter against 
TVA and other larger public power 
agencies were also noted. He referred 
to the radio industry, “desirous of 
monopolizing the air but fearful that its 
temporary licenses may be revoked or 
that public broadcasting may be estab- 
lished.” And then “milk monopolists,” 
“air transport companies,” and the 
“chronically chaotic bituminous coal in- 
dustry,” and finally the unhappy experi- 
ment of the NRA. 

Dr. Gray feels that the public utility 
concept is obsolescent because the tech- 
nique of its regulation is negative and 
restrictive — regulatory laws prohibit 
certain forms of monopolistic behavior 
but “fail to impose definite responsibility 
for socially desirable action.” He ob- 
served that utility companies are under 
no legal compulsion to conserve natural 
resources, operate efficiently, extend 
service to nonprofitable areas, and so 
forth, and added that they were unlikely 
to do so except in cases where such a 
course would coincide with industrial 
profit. 

Under the prevailing system of mo- 
nopoly capitalism, private enterprise, ac- 
cording to Dr. Gray, “seems to have lost, 
in large measure, its power to plan con- 
structively for progressive improvement 
of the economy.” In the utility field, 
water resources, electric power, natural 
gas, communication, and transportation, 
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were said to be subject to this “fatg 
weakness.” Dr. Gray concluded : 


The fact, however, that the public utiliy 
concept is tending to be superseded shoul 
serve as a warning to those who propose 
extend its application. Why should an ol. 
solete institution, one that is a demonstratel 
failure, be extended to embrace addition)! 
economic .activities? What reason is there 
to suppose that a system of public contr)| 
which has proved ineffective in the case of 
transportation, power, and communications 
will prove successful in the case of oil, coil, 
milk, housing, and other forms of ente-- 
prise? Why, at the very time when it is b»- 
ing superseded in those areas where it has 
been operative for many years, should it je 
extended to new fields where the problems 
are quite different and the complications 
more numerous? If additional sectors of 
our economy need to be brought within the 
orbit of public control, would it not be 
more realistic to fashion new institutions 
for this purpose rather than to rely ona 
model that has outlived its usefulness? 

The view that the public utility concept 
is tending toward obsolescence and super- 
session should not, as one critic feels, be 
construed as pessimistic or as indicating 
the inevitability of public ownership. All 
institutions are subject to the same evolu- 
tionary process in a dynamic society. They 
arise in response to definite social needs, 
serve for a time the purposes for which they 
were created, eventually become impotent 
or actually detrimental, and are gradually 
displaced by new institutions designed to 
meet new needs. The observation and 
analysis of this process in the economic field 
are proper functions of the economist and 
should be the objects of scientific inquiry 
devoid of emotional predilections. One may 
experience a certain nostalgia for familiar 
institutions and apprehension concerning 
new ones, but this is an emotional reaction, 
not a scientific judgment. The passing of an 
obsolete institution, although it may be 
noted with regret, is on the whole a proper 
basis for optimism, because it clears the 
way for the development of new institu- 
tions that are better adapted to contempo- 
rary needs. The exact nature of these new 
institutions is neither predictable nor in- 
evitable. Their form will be determined by 
the interplay of numerous forces, many of 
which cannot be clearly foreseen or evalu- 
ated. Hence, in the present instance, there 
is no reason to suppose that the public 
utility concept will be displaced exclusively 
by public ownership. If the spirit of “instt- 
tutional inventiveness” is given a free rein, 
many new types of control, not heretofore 
contemplated, may be developed. These may 
differ both from public utility regulation 
and from present forms of public owner- 
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ship. The latter is merely one of several pos- 
sible alternatives and is by no means in- 
evitable. 


NFORTUNATELY, Dr. Gray did not 
U iracate, aside from his reference 
to public ownership, just what could be 
done to remedy the defects he charges 
against public utilities. For example, if 
the telephone business in a given com- 
munity is not protected as an “inherent 
monopoly” by regulatory legislation, is 
it not possible that we might find our- 
selves going back to the day of competi- 


tive nuisance in such business when it 
was necessary for the average business 
man to have two telephones on his desk, 
and so forth? 

The fact that American standards of 
gas, electric, and telephone service (and 
their availability to the public) are un- 
surpassed by any major foreign power 
in which those services are developed as 
public enterprises, would seem to war- 
rant further explanation on the score of 
the failure of the public utility concept 
to do anything for the public. 





Notes on Recent Publications 


Are Newspapers Pusiic Urtitities? By 
Benjamin P. Alschuler. 5 John Marshall 
Law Quarterly 270. December, 1939. 


Bic Business AND Rapto. By Gleason L. 
Archer. The American Historical Company, 
Inc. New York. 1939. 503 pages. Price $4. 


Is Farr RETURN APPROPRIATE FOR MUNICIPAL 
Urinities? By Roderick H. Riley. The 
Journal of Land & Public Utility Econom- 
ics. February, 1940. ; 

Reviewing recent court and commission 
decisions, this author, who is connected with 
the industrial economics division of the U. S. 
Department of Commerce, concludes that 
even proponents of municipal ownership of 
utilities commonly misunderstand the nature 
of public economics and insist upon applying 
private business standards without regard to 
their appropriateness. The article consti- 
tutes a sympathetic discussion of the claim of 
municipalities that publicly owned utilities 
should be exempt from independent regula- 
tion. 


LecaAL PossIBILITIES AND LIMITATIONS OF 
Mitk DistripuTIONn As A Pus ic UTILITY. 
Part II. By W. P. Mortensen. The Journal 
of Land & Public Utility Economics. Feb- 
ruary, 1940. 


Rerort oF Pusric Service CoMMISSION OF 
Kentucky, 1938 and 1939. Frankfort, Ky. 
January 15, 1940. 

Although this is a routine report of a 
state commission to the legislature—of only 
thirty pages—it is well organized within its 
limitations and concludes with this very re- 
markable sentence: “The commission feels 
that the present Public Service Commission 
Act and its amendments are adequate for 
proper regulation and that at present it has 
adequate funds available for its work.” Such 
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modesty surely deserves wider recognition. 


RIGHTS OF PriorITy IN CorRPORATE REORGANI- 
ZATION. By Moultrie Hitt. Memorandum 
privately circulated, Washington, D. C. 
February 15, 1940. 

The author, a Washington attorney, in this 
3l-page pamphlet has an interesting legal as 
well as economic analysis of the rights of 
junior security holders in reorganization 
provisions, particularly under the Holding 
Company Act. He concludes: 

“Apparently, there is a present tendency 
for administrative bodies with a reorganiza- 
tion problem to amputate the limbs of junior 
equity interests, but the wide variety of cir- 
cumstances, and the usual innocence of the 
investors in common stocks, would seem to 
call for as considrate treatment as prac- 
ticable for junior creditors and stockholders, 
conformable with the spirit of equity, and 
consonant with the concept that the provi- 
sions of the Bankruptcy Act for corporate 
reorganization were intended for the relief 
of debtors. 

“In other words, there does not appear to 
be any very strong reasons why it would be 
injurious to the general public interest to 
afford junior interests some reasonable op- 
portunity to recoup if the enterprise eventu- 
ally succeeds, provided precautions are taken 
to protect the interests of those with prior 
rights from unfair dilution.” 


WaTER RATES AND SERVICE CHARGES, 1940. 
Part I and Part II. The American City. 
January and February, 1940, issues, re- 
spectively. 

These two instalments cover domestic and 
industrial meter rates in typical American 
cities operating their own water distribution 
systems. They include discounts and penal- 
ties, installation charges, fire hydrant rentals, 
and fire sprinkler costs. 
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Municipalities Seek to Join 
Integration Proceedings 


OSSIBILITY that the “death sentence” in- 

tegration program of the Securities and 
Exchange Commission may take an unex- 
pected turn in the direction of sales of unre- 
lated properties to municipalities, particularly 
in areas served by huge Federal hydroelectric 
projects, was seen recently when the city of 
Las Animas, Colo., sought to intervene in the 
Engineers Public Service proceeding. 

The SEC denied an application by Engineers 
Public Service for a 90-day delay in the hear- 
ing set for April 26th in the § 11 (“death sen- 
tence”) proceeding that the commission has in- 
stituted against that company. The company 
has answered the commission’s notice to show 
cause why it should not be integrated geo- 
graphically and simplified corporately in ac- 
cordance with § 11 of the Holding Company 
Act by challenging the constitutionality of the 
dismemberment of holding company systems. 

The application for intervention in the pro- 
ceeding from Las Animas, it was understood, 
was one of several applications by municipali- 
ties to intervene in such proceedings. The city 
stated it was interested in the proceeding be- 
cause it desires to acquire the local electrical 
distributing system of the Western Public 
Service Company, a subsidiary of Engineers 
Public Service. 


Chamber Discusses Resources 


ELATIONSHIPS between business and gov- 
R' ernment and between the Federal gov- 
ernment and the states will come before the 
twenty-eighth annual meeting of the Chamber 
of Commerce of the United States, to be held 
in Washington April 29th to May 2nd. A state- 
ment by the Chamber of Commerce on April 
11th said: 

“Natural resources industries take great 
pride in the conservation they have accom- 
plished through invention, through technical 
development, and through codperative self- 
regulation. Yet, the questions persist—What 
about our coal, our oil, our forests and min- 
erals, and our land and water resources? Are 
these being wasted? What is ‘waste’? How are 
the facts to be determined; and by whom are 
any needed remedies to be prescribed and made 
effective? 

“In no field of business endeavor is there 
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Events 


greater need for clarification of the relation- 
ships between government and business and 
between the Federal government and the states 
than in the natural resource field. These rela- 
tionships will be developed and discussed by a 
special Natural Resources Round Table.” 


Buys Elephant Butte Power 


HE first contract for sale of hydroelectric 

power from the Elephant Butte dam in 
southern New Mexico was signed in Denver, 
Colo., on March 28th in behalf of the govern- 
ment by S. O. Harper, assistant chief engineer 
of the Bureau of Reclamation, with the EI 
Paso Electric Company. R. S. Nelson, presi- 
dent of the power company, was in Denver on 
a visit described as “routine,” as contract 
provisions had been agreed to more than a 
week previous. 


FPC Halts Gas Inquiry 


HE Federal Power Commission’s inquiry 

into the finances and operations of the 
Hope Natural Gas Company, which supplies 
nearly three-quarters of the fuel distributed by 
its sister corporation, the East Ohio Gas Com- 
pany, in Cleveland, Akron, and 60 other north- 
ern Ohio cities, was brought to a halt on 
April 3rd at Clarksburg, W. Va. 

After a long conference among attorneys 
involved in the nationally significant rate case, 
June 3rd was set as the date for resumption 
of the inquiry by Edward B. Marsh, FPC 
examiner, conducting the hearings on com- 
plaints by Cleveland and Akron that Hope’s 
charges to East Ohio are excessive. 

William B. Cockley, Cleveland attorney, 
who is chief counsel for Hope, argued that a 
continuance was justified because Hope ac- 
countants, geologists, and engineers had long 
been working overtime, to the possible detri- 
ment of the company’s everyday operations, in 
rushing the preparation of exhibits for the 
Federal investigation. 


Japanese Industry Hurt 


B igertis important cotton-spinning industry, 
centered in the Osaka-Kobe region, has 
been handicapped seriously as a result of the 
prevailing national power shortage. The mills 
have been forced to accept a 45 per cent re- 
duction of their normal electric current re 
quirements, a situation which the Cotton 
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Spinners’ Association maintains will eventu- 
ally endanger Japan’s cotton textile export 
trade. The government has proposed a plan 
which provides that about 100 of the 210 mills 
belonging to members of the Cotton Spinners’ 


Association be designated as export mills and 
only permitted to produce goods for foreign 
trade. Such concerns would receive special 
consideration in allotments of electric power 
and other necessary materials. 


Alabama 


Gas Rates Reduced 


= state public service commission re- 
cently authorized a general reduction in 
rates of the Birmingham Gas Company, effec- 
tive May Ist. 

The first 2,000 cubic feet a month will cost 
85 cents per thousand feet, while the next 
3,000 cubic feet will be 80 cents per thousand, 
with next 5,000 cubic feet of gas costing 75 
cents; next 5,000 at 65 cents; all over 15,000 
one feet of gas will cost 45 cents per thou- 
sand, 

The objective rate, where customers con- 
sume more than their established base use, 
will be 75 cents for the first 500 cubic feet or 
less a month; 65 cents per thousand cubic feet 
for the next 4,500 cubic feet a month or less; 
45 cents per thousand for next 30,000 cubic 
feet; all over 35,000 feet will be 30 cents per 
thousand cubic feet. 

The commission estimated customers would 
save $59,500 annually. 


Electric Rate Slash Probable 


HE annual report of the Alabama Power 

Company mailed to stockholders April 1st 
recited the possibility of further electric rate 
reductions when it becomes possible for the 
company to refinance its bonds and preferred 
stock, at lower cost, if additional taxes are not 
levied to offset the savings. 

Thomas W. Martin, president of the com- 
pany, stated in the report that “it is obvious 
the company cannot on one hand pay higher 
taxes year after year, and on the other hand 
continually reduce its rates for electric serv- 
ice. In the face of increasing taxes, the rates 
of the company for domestic, commercial, 
and rural service were reduced $9,416,514 
under orders of the state public service com- 
mission for the 10-year period ending with 
1939.” Taxes for the year 1939, covered by 
the report, totaled $3,604,702 (an increase of 
15 per cent over 1938) and were the largest in 
the company’s history. 


Arkansas 


Asks New Trial 


MOTION for a new trial of a state utilities 

commission order authorizing competi- 
tive distribution of gas in southwest Arkansas, 
which was set aside in second division circuit 
court March 23rd, was overruled early this 
month by Judge Auten. He granted an appeal 
to the state supreme court. 

The commission order empowering the 
Louisiana-Nevada Transit Company of Ada, 
Okla., to distribute natural gas in southwest 
Arkansas in competition with the Arkansas 


Louisiana Gas Company had been vacated by 
Judge Auten on petition of the Arkansas 
Louisiana Company. 

The motion was filed jointly by the state 
commission, the Louisiana-Nevada Company, 
and the city of Hope, and the Hope Brick 
Works, customers of the new company. The 
customers intervened in the review as party 
respondents with the commission and the new 
pipe-line company. The motion charged, 
among other things, that Judge Auten’s deci- 
sion attempted to prevent transportation and 
sale of gas in interstate commerce. 


Connecticut 


Lower Rates for Housing 
Projects 


7 possibility of reduced utility rates for 
housing projects in various cities of the 
State was discussed recently at a conference in 
the office of the state public utilities commis- 
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sion at Hartford, attended by housing officials 
and representatives of gas and electric com- 
panies. 

The question of a downward readjustment 
of electric rates for housing units was brought 
to the attention of the PUC by William D. 
McCue, executive director of the New Britain 
Housing Authority. Mr. McCue asserted that 
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rates should be reduced because service 
through a central point would result in lower 
cost to the companies. 

At the conclusion of the discussion the com- 
mission asked the technical advisers of the 
interested housing authorities to furnish to the 
utility companies concerned information as to 
the proposed project size and the estimated 
cost of utility service. After the companies 
have had a chance to study these data, hear- 
ings may be held regarding the possibility of 


devising rates for housing project classifica- 
tions. 

Among those attending the conference, be- 
sides Mr. McCue, were Sylvester C. Shau gh- 
nessy, executive director of the project in 
Norwalk; Thomas Yardley, Jr., Stamford 
executive director; Warren Morgens, repre- 
senting the United States Housing Authority; 
Frederick W. Westman, USHA project ad- 
viser; B. H. McElhone, New Britain manager 
for the Connecticut Light & Power Company. 


Illinois 


Supreme Court Denies Gas Rate 
Appeal 


a U. S. Supreme Court on April 1st 
dismissed “for the want of a substantial 
Federal question” an appeal from a decision 
holding valid an Illinois Commerce Commis- 
sion order refusing to permit an increase in 
Chicago’s gas rates. The Peoples Gas Light 
& Coke Company, appealing from. the state 
supreme court, contended rates under the com- 
mission’s order operated to confiscate the 
utility’s property to the extent of $7,000 daily. 

In April, 1934, an Illinois statute placed a 
tax of 3 per cent on the gross revenue of 
utility companies operating in the state. In 
July, 1935, the gas company applied to the 
state commerce commission for a rate increase 
approximately equivalent to the gross revenue 
tax, on the grounds that continuance of the 
old rate confiscated its property. The com- 
mission denied the increase. 

On appeal, the circuit court for Cook 


county found the old rates to be confiscatory 
and enjoined their continued enforcement, but 
the state supreme court subsequently over- 
ruled the circuit court and affirmed the posi- 
tion of the state commission. 

Chairman of the Peoples Gas Light & Coke 
Company George A. Ranney, following the 
brief announcement of the Supreme Court, 
said the management had sincerely believed 
“and continues to believe that the gas rates 
fixed by the Illinois Commerce Commission 
are insufficient and contrary to the best in- 
terests of the company’s security holders and 
employees and detrimental to its service to 
the public. Until such time as the duly con- 
stituted authorities find that the lower rates 
are insufficient, the company’s revenues will 
remain inadequate.” 

He said the decision of the Supreme Court 
came as “a surprise and disappointment.” 

William W. Hart, chairman of the state 
commission, and Harry R. Booth, commission 
counsel, announced they were gratified that 
the commission’s denial had been validated. 


Massachusetts 


Rate Probe Ordered 


A* investigation to determine whether the 
rates of the Boston Edison Company 
should be reduced was ordered on March 29th 
by the state department of public utilities on 
motion of Commissioner Richard D. Grant. 

The action of the department was unani- 
mous and Chairman Joseph R. Cotton said the 
date for beginning the investigation would be 
announced later. 


Declaring that the revenues of the company 
from residence and business office rate sched- 
ules have shown an increase of $2,300,000 in 
three years, Commissioner Grant said: 

“After giving consideration to the facts it 
seemed to me some effort should be made to 
reduce the rate charged by the company. | 
therefore presented them to the commission, 
together with my motion for an investiga 
tion and my motion was _ unanimously 
adopted.” 


Mississipp1 


Senate Passes Tax Bill 


D: James C. Rice of Natchez on March 
29th obtained state senate passage of a 
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measure to place a 10 per cent gross privilege 
tax on corporations selling gas, water, an 

electricity. The vote was 33-10. To circum- 
vent a possible attempt to kill it on motion to 





THE MARCH OF EVENTS 


reconsider, Dr. Rice got unanimous consent 
to send it to the house at once. 

It was the first bill killed by committee to 
be revived by the full membership in this ses- 


sion. Dr. Rice estimated such a tax would 
give the state $500,000 a year. He said the 
utilities charge “exorbitant rates. This is a 
proposed tax on high profits.” 


Missouri 


Revocable Permit Issued 


REVOCABLE permit for use of the streets by 

A street cars was issued to the Public Serv- 
ice Company by the St. Louis Board of Pub- 
lic Service on April 2nd, as a substitute for 
the franchise system always employed hereto- 
fore. While the company, reorganized last 
November, has not finally conceded the void- 
ing of its old franchise rights, the city was 
hopeful that the request for the permit marked 
the end of the long standing controversy. 

Under the permit, which, unlike a franchise 
having a stated life, may be revoked by the 
board at any time, the street car operation will 
be on a basis comparable to the bus lines. 

A license tax of 2.9 per cent of gross rail 
reventie is provided in the permit, which re- 
quired the company to pay at that rate, by 
April 12th, for the period elapsed since March 
18, 1939. The city contends the company’s 
franchise rights expired on that date. Early 
this year the company completed payment of 
franchise charges up to that date. 


The permit also requires payment of an 
additional $68,400.82, to equalize the license 
tax under its bus operation permit from the 
same date in 1939, in keeping with the recent 
increase of that tax rate from 3 to 5 per cent 
of gross revenue. 

It has been estimated that the 2.9 per cent 
levy on street car business would yield the 
city $228,000 a year, or about the same amount 
paid heretofore in lump franchise taxes. The 
company will continue to pay the mill tax on 
trolley passengers, estimated at $89,000 this 
year. 


Power Franchise Granted 


Y a vote of 14 to 1 citizens of Tipton re- 
cently granted the Missouri Utilities Com- 
pany a franchise to furnish electrical current 
for ten years, with a 10-year renewal option. 
There were 347 votes cast for the franchise 
and 25 against. 
The Missouri Utilities Company serves 18 
cities throughout central Missouri. 


New York 


Legislative Bills 


OVERNOR Lehman on March 31st vetoed 

the bill abolishing the state transit com- 
mission, but signed the alternative measure 
placing the expenditures of the commission 
under the control of the New York City 
Board of Estimate. 

The commission, a state agency with which 
Mayor LaGuardia of New York city has had 
many battles, had the right to make its own 
budget and requisition the city for payment. 
Several times it had to go into court to man- 
damus the payment of checks held up by the 
mayor. 

The governor’s veto of the bill abolishing 
the commission was consistent with the stand 
he took earlier in the legislative session when 
he disapproved another bill along these lines 
on the grounds that, since abolition of the 
commission meant transfer of a number of its 
duties to the state public service commission, 
it would saddle another $500,000 of expense 
on the state. 

When the legislative session came to an end 
on March 31st it was discovered that the anti- 
wire tapping and search and seizure legis- 
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lation which had been introduced with the 
approval of Thomas E. Dewey had gone into 
the discard. The senate on March 26th passed 
the Coudert bill, which was part of the Dewey 
program, and the Mahoney bill, which was 
not. These bills went to the assembly and 
were kept in the rules committee. The lower 
house passed two bills presented by MacNeil 
Mitchell, also part of the program to which 
Mr. Dewey had given his assent. 

On March 30th the assembly bills went to 
the senate for concurrence and were referred 
to the codes committee, of which Senator 
Mahoney is chairman. They did not emerge 
from committee, according to the senate 
records, and the session thus came to an end 
without any completed legislative action on the 
subject. 

Without opposition the assembly on March 
26th passed the Mitchell bill putting electric 
submetering corporations under the state pub- 
lic service commission and limiting the maxi- 
mum rate charged by such corporations to 
that fixed in the schedule of an electric utility 
operating in the same territory under similar 
conditions. For years Governor Lehman has 
urged in vain the enactment of such a bill. 
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The assembly also passed the Goldstein bill 
making it a misdemeanor to broadcast over 
the radio untrue or misleading advertisements. 
It also requires the advertiser to file with the 
radio station his name and the name under 


which the particular business is conducted 

The state assembly on March 26th reversed 
its rules committee and defeated the Ehrlich 
bill which would abolish the state power ay. 
thority. 


Oklahoma 


Governor Helpless 


A 3-yupcE Federal court late last month 
overruled a state motion to deny the Fed- 
eral government’s application for a temporary 
injunction restraining Governor Phillips from 
interfering with the Grand river dam. The 
court then announced it would meet in Tulsa 
May 6th at which time an order will be issued 
on the government’s application for the in- 


junction. The temporary injunction is to re. 
main in effect until that date. 

Judge Robert L. Williams pointed out that 
rules require the court to make a finding of 
fact and conclusion of law at the same time 
it issues a temporary injunction. He said it 
would be necessary for the court to wait until 
May 6th so that a transcript of the record 
could be made available for the Federal 
court. 


Oregon 


PUD Vote Set for Fall 


LACKAMAS county will not vote until the 

November general elections on the for- 
mation of the proposed county people’s utility 
district, H. M. DuBois, chairman of the Po- 
mona Grange’s PUD committee, announced 
recently. 

Because of an error in descriptions, peti- 
tions seeking to have the state hydroelectric 
commission place the proposal on the primary 
ballot were not filed in Salem on March 27th, 
as previously planned, he said. Instead, peti- 
tions will be recirculated in preparation for 
the general elections, DuBois declared, thus 
to insure their correctness and to forestall 
any possible litigation. 

DuBois said he took the 55 petitions con- 
taining 938 signatures—some 200 more than 
are assertedly required—to Salem on March 
27th with intent to file them, but a check by 
the state engineer, he added, revealed a defect 


in the wording of description on those circu- 
lated in municipalities. Those circulated in 
= areas were found to be satisfactory, he 
said, 

A further check with the attorney general's 
office, DuBois said, indicated the error was 
such that it might be followed by litigation. 


Rate Reduction Revealed 


ATE reductions aggregating $180,600 annu- 
Ray by the Mountain States Power Com- 
pany were announced recently at Salem by 
State Public Utilities Commissioner Ormond 
R. Bean. The reductions affect the Willa- 
mette valley, Coos Bay, and Tillamook areas. 

These reductions followed .a $105,000 rate 
slash in 1938 and one in 1939. Total annual 
reductions to Mountain States Power Com- 
pany customers since January 1, 1938, exceed 
$365,500. Both residential and commercial 
rates are involved in the latest reductions. 


Pennsylvania 


Proposed Contract Approved 


HE city council’s lighting committee early 

this month approved a proposed 5-year 
contract for purchase of coke-oven gas by the 
Philadelphia Gas Works Company for 25 
cents per thousand cubic feet. If the council 
itself approves, the measure would continue 
the temporary rate being paid to the Phila- 
delphia Coke Company by the gas company, 
which operates the city-owned gas plant. 
Rates in past years varied from 31 to 35 cents. 
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The proposed rate was ratified recently by 
the Municipal Gas Commission, headed by 
Councilman George Maxman. The contract 
would protect the consumer against possible 
failure of normal sources of gas, and prevent 
dismissal of several hundred employees. 

The committee also approved a resolution, 
which was sent to Mayor Lamberton for ac- 
tion, calling upon the gas company to transfer 
to the city title to real estate assessed at $1,- 
576,000 belonging to the city but held in the 
company’s name. 
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Rehearing Sought 


HE city of Pittsburgh, by resolution of 
Ti on April 4th joined the Pennsyl- 
yania Public Ownership League in a request 
for rehearing and amendment of an order 
made by the state public utility commission on 
March 19th on the Duquesne Light ‘Company, 
according to a statement issued at Harrisburg. 

Instead of a voluntary rate reduction of 
$1,724,000 by Duquesne Light Company, as 
accepted by the commission in its order, the 
Public Ownership League and the munici- 
pality of Pittsburgh claim a further rate re- 
duction of $4,245,846, as well as refunds 
amounting to $15,300,497, which, it is con- 
tended, represents excess revenues collected 
from the consumers. 


Susquehanna “TVA” Urged 


— in central Pennsylvania brought sug- 
gestions recently from President Roosevelt 


and a House member that the Susquehanna 
valley be made into another TVA. 

Hundreds of millions of dollars have been 
spent by the Federal government in the Ten- 
nessee valley in development work including 
the building of great dams for generation of 
hydroelectric power, and with flood control 
as a by-product. 

President Roosevelt, who has repeatedly 
emphasized the TVA as a New Deal accom- 
plishment, said in a press conference that the 
same treatment should be applied to the Sus- 
quehanna valley. He spoke of flood prevention 
savings in the Tennessee region, but declined 
to criticize the Republican administration of 
Pennsylvania because of alleged lack of co- 
Operation with Federal flood-control efforts. 

Representative Rankin (D., Miss.), long an 
advocate of “public power” and the TVA 
enterprise, advocated the same system in a 
region where anthracite coal is the important 
fuel and is used in private plants for pro- 
duction of electricity. 


South Carolina 


Santee Quiz Set 


T= state senate judiciary committee on 
April 3rd began its inquiry into the charges 
against the administration of the Santee- 
Cooper power project made by Captain J. L. 
M. Irby, the dismissed director of the project’s 
land-acquisition department. Irby testified in 
great detail, listing a long series of transactions 
and incidents which he said substantiated 
pad charges. Governor Maybank also testi- 
ed. 


Santee-Cooper was fully represented for the 
hearing. All members of the board of direc- 
tors of the South Carolina Public Service 
Authority arrived in Columbia for the hear- 
ing, as well as a large delegation of officials 
of the project from Charleston. 

The judiciary committee was under instruc- 
tions from the senate to determine whether 
the charges which have been made warrant a 
full legislative investigation of the project by 
a special investigating committee from the 
general assembly. 


‘Tennessee 


New Gas Firm 


HE recently organized Tennessee Gas & 

Transportation Corporation has _ an- 
nounced plans to supply natural gas to Nash- 
ville, Knoxville, Chattanooga, and other east 
and middle Tennessee towns. 

Officials of the Nashville company withheld 
comment on the plans, although officials of 
another company involved in negotiations of 
Tennessee Gas & Transportation Corporation 
expressed the belief that “satisfactory” ar- 
rangements would be made through the UGI 
(United Gas Improvement Company) of 
Philadelphia, for use of the local distribution 
system. The Nashville Gas & Heating Com- 
pany has no natural gas franchise in Nash- 
ville. The Tennessee Gas, Oil & Pipe Line 
Company (formerly the Dickson County Gas 
& Oil Company) has a natural gas franchise 
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in Nashville, but no distribution system, it 
was said. 

Hearing of an application by the Chatta- 
nooga Gas Company for a rate schedule for 
distribution in Chattanooga of natural gas 
was adjourned on April 3rd by the state com- 
mission until May Ist when testimony will be 
heard from an intervening petitioner. The 
Chattanooga Company is seeking a rate sched- 
ule on gas to be obtained from the Southern 
Gas Company by pipe from Calhoun, Ga., and 
supplying Chattanooga and a 7-mile area. 

Tennessee Gas & Transportation Corpora- 
tion and the Nashville Natural Gas Company 
are intervening petitioners. The TG&T con- 
tends the Chattanooga Gas Company’s plan 
would not be adequate for that city. President 
C. van den Berg, Jr., of the Chattanooga Com- 
pany, denied the service would be inadequate, 
and charged that the contesting companies 
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were seeking to delay the hearing to further 
what he called “a promotion plan.” 


REA Assessment 


EPRESENTATIVES of the Rural Electrifica- 

tion Administration and a committee 
representing Tennessee electric codperatives 
who held a conference with members of the 
state railroad and public utilities commission 
recently were advised that the commission 
would follow the method of assessment as 
laid down by the last legislature, and that or- 
ganizations with small earnings would be 
given just treatment in the matter of assess- 
ment. 

Under the act of the last legislature, the old 
coOperative act was repealed and a new act 
set up methods for making assessments vested 
in the state commission. The delegation was 


instructed in the method of filling out the 
blanks and making returns, and other details 
were discussed during the conference. 


May Lift Surcharge 


bes 15 per cent surcharge Memphis users 
of electricity pay over the basic TVA 
rates may be removed June 27th, the first anni- 
versary of public power ownership i in the city, 

No final decision had been reached, Wilson 
Mallory, president of the Light, Gas and 
Water Commission, said recently, but he indi- 
cated a surplus balance of $1,187,694 was a 
factor strongly in favor of abandoning the 
surcharge. 

Mallory asserted that the “board feels now 
that it should have the results of a full year's 
operation before reaching a definite decision 
regarding the removal of the surcharge.” 


Texas 


Gas Reports Required 


F gears reports may be required of gas 
producers who sell to utility distributing 
companies in order that the state commission 
may effectuate its rate-making powers, accord- 
ing to a recent ruling of the state attorney 
general. 

Specifically, the attorney general held that 
the commission has jurisdiction to require the 
Texoma Natural Gas Company to file an an- 
nual report. The company is a utility, it was 
held, in that it distributes gas from its gather- 
ing lines to drilling contractors, private dwell- 
ings, and a warehouse. 

In determining reasonableness of the prices 
to be paid by a utility, it was held, the com- 
mission necessarily must inquire into records 
of the producers. 


NLRB Favors AFL Union 


HE National Labor Relations Board early 
this month announced a decision direct- 
ing West Texas Utilities Company, San An- 
gelo, to cease dominating and interfering with 
the Utilities Workers Protective Association; 
to refuse recognition of the association as a 
collective bargaining agency of its employees; 
and to offer reinstatement with back pay to 
W. H. Wills, Volney R. Quinlan, and R. S 
Elder, all found discriminatorily discharged. 
The board further directed the company to 
cease discouraging membership in the Inter- 
national Brotherhood of Electrical Workers 
(AFL), or in any other manner interfering 
with, restraining, or coercing its employees in 
the exercise of their right of self-organiza- 
tion. 


W ashin oton 


Approves Bonneville Tie-in 


A* intertie of Seattle’s hydroelectric sys- 
tem with the vast resources of the Fed- 
eral government’s Bonneville dam set-up was 
decided on definitely by city officials on March 
27th, and the city council initiated the drawing 


of ordinances embodying a 10-year contract 
with Bonneville. 

Chairman David Levine of the council utili- 
ties committee made terms of the contract 
known after a conference of his committee. 
Mayor Langlie early this month signed the 
contract. 


West Virginia 
Gas Rules Revised 


HE state public service commission on 
March 30th announced the first general 
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revision of rules and regulations for gas utili- 
ties since 1927, and declared it should bring 
about a betterment of service for consumers 
and some monetary saving. 
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The new regulations became effective April 
Ist. One of the major changes was a new 
limit for the allowable variation of gas pres- 
sure in a distribution system, which, commis- 
sion attachés said, not only should prove a 
better safety measure but also should bring 
about a more constant heat in gas burners. 

The new regulations permit a maximum 
pressure of 8% ounces a square inch and a 
minimum of not less than half the maximum. 
The old rules allowed an 84-ounce variation 
in pressure. 

Another regulation sets 150 feet as the dis- 
tance a gas main must be extended free of 


charge by the company to provide service for 
new consumers. The old distance was 50 feet. 
The company also is limited to charging 12 
per cent of the cost of the extension beyond 
150 feet. This is billed to the customer as a 
1 per cent a month surcharge over the year’s 
period. 

The commission also provided that hence- 
forth large capacity meters must be tested on 
a registered basis (the amount of gas passed 
through) rather than every five years, as in 
the past. This regulation applies mainly to 
high-pressure meters, according to the com- 
mission’s announcement. 


Wisconsin 


Rate Reductions Announced 


OMMERCIAL lighting and small power cus- 

tomers of the Wisconsin Power & Light 
Company will benefit by a rate reduction an- 
nounced late last month by the company. 

It was estimated that the new rate schedule, 
which had the approval of the state public 
service commission, would effect a saving of 
approximately $70,000 annually to commercial 
customers. The schedule was effective for 


service rendered on and after first meter read- 
ings taken after March 3lst. 

Residential and commercial electric cus- 
tomers and rural gas customers of Madison 
Gas & Electric Company will receive a $25,- 
919 yearly reduction starting with bills ren- 
dered May Ist, the state commission disclosed 
on March 3lst. Neither the commission nor 
the company could give an estimate on the 
number of residences or firms that would be 
affected. 





Among the State Commissions 


P G. Kaiser, of Ripon, on April Ist as- 
sumed his position as secretary of the Wis- 
consin Public Service Commission. Kaiser, 
former chief clerk of the Wisconsin Power & 
Light Company, was named commission sec- 
retary on March 30th to replace Calmer Browy, 
who was acting secretary. Browy remained 
with the commission as junior investigator. 

New public service commission organiza- 
tion details recently announced showed the 144 
staff members grouped in five departments— 
administration, legal, engineering, accounts 
and finance, and rates and engineering. The 
commission said the staff was the smallest it 
has been since 1932. It has broad regulatory 
powers in utility, railroad, water power, and 
motor transportation fields. 


John J. Greenleaf of Richmond, former 
special assistant to the U. S. Attorney General, 
was appointed a member of the Kentucky Pub- 
lic Service Commission on April 10th by Gov- 
ernor Johnson. The appointment had been 
expected for some time. The governor em- 
phasized that Greenleaf, in filling out the un- 
expired term of the late J. C. W. Beckham, 
would serve as an associate commission mem- 
ber, not as chairman, which position Beck- 
ham held. 


On March 17, 1940, at Moline, Andrew 


Olson, a member of the Illinois Commerce 
Commission, died. He had served on the com- 
mission for seven years. 


Chairman Perry McCart, of the Indiana 
Public Service Commission, recently was re- 
appointed for a new 4-year term beginning 
March 2, 1940. He was first appointed to the 
commission in January, 1933. 


Robert E. Holliway, secretary of the Mis- 
souri Public Service Commission, has taken 
leave of absence in order to pursue his cam- 
paign for the Democratic nomination for state 

auditor. The Democratic primary will be held 

August 6th. Edgar A. Eagan, who had been 
serving as executive secretary to Governor 
Stark, was appointed Holliway’s successor. 


Andrew F. Schoeppel was recently reap- 
pointed to the Kansas State Corporation Com- 
mission for a 4-year term ending March 20, 
1944. He was originally appointed in Febru- 
ary, 1939, for the unexpired term of Homer 
Hoch, who resigned. At a commission re- 
organization meeting held last month, Mr. 
Schoeppel was reélected as its chairman. 


George H. Wilson, chief accountant of the 
District of Columbia Public Utilities Commis- 
sion, died March 21st. 
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Bond Issue for Treasury Reimbursement and 
Property Additions Exempted by SEC 


rN application by Michigan Consoli- 
dated Gas Company for the ex- 
emption of the issue and private sale of 
$2,000,000 principal amount of first 
mortgage bonds was approved by the Se- 
curities and Exchange Commission, 
subject to certain conditions. The pro- 
ceeds were to be used in part to replenish 
the company’s treasury for cash expend- 
itures for extensions and improvements 
and in part for expenditures to be made 
for similar purposes during the present 
calendar year. 

The commission found the price of 
1014 for the bonds not to be unreason- 
able although no competitive bids had 
been asked. There was some evidence 
that the applicant’s agent had fairly pro- 
tracted negotiations with the purchas- 
ers, and there was no reason to believe 
that either of the proposed purchasers 
was affiliated with the applicant. The 
outstanding bonds of the same series are 
listed on the New York Stock Exchange, 
and the range for 1940 had been between 
1014 and 1043. The range for the week 
of March 4 to March 9, 1940, was be- 
tween 1033 and 1043. At the time nego- 
tiations were had with the purchasers 
the market price was 1024. 


e 


Issuance of additional bonds, it was 
pointed out, would to some extent nul- 
lify advantages accruing to the com- 
pany’s credit and capitalization ratios as 
anticipated in a 1938 financing program, 
Concerning the resulting financial fig- 
ures the commission said in part as 
follows: 


For the year 1939 on a pro forma basis 
interest on funded debt was earned 247 
times and on total fixed charges 2.11 times; 
total fixed charges plus preferred dividend 
requirements were earned 1.99 times. Such 
ratios are higher than the corresponding 
ratios in 1937 and 1938 and should progres- 
sively improve as a consequence of the re- 
tirement of the serial notes. 

As a result of the proposed financing, the 
ratio of bonds to gross property will in- 
crease from 41.7 per cent to 44.2 per cent and 
the ratio of bonds and serial notes to gross 
property will increase from 49.7 per cent 
to 52.2 per cent. On the basis of depreciated 
property as per books the ratio of bonds 
will increase from 47.3 per cent to 50.1 per 
cent and the ratio of the bonds and serial 
notes will increase from 56.3 per cent to 
59.1 per cent. These pro forma figures do 
not give effect to the 1940 construction pro- 
gram in the amount of $3,359,227 of gross 
property additions. 


Re Michigan Consolidated Gas Co. et al. 
(File Nos. 32-197, 65-5, Release No. 
1984). 


Cooperatives Not Public Utilities Subject to 
Commission Powers 


( Ber supreme court of Utah vacated 
a commission order holding that 
cooperative organizations were public 
utilities subject to commission jurisdic- 
tion [Re Garkane Power Co. 30 PUR 
(NS) 185]. A rural power codperative 
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financed by the Rural Electrification Ad- 
ministration, said the court in a unani- 
mous opinion, is not a public utility with- 
in the definition of state law when it sells 
power only to its own members. 

The court declared that there was no 
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need for regulating true cooperatives: 


The theory of public utility regulation is 
based on a recognition that most public 
utilities are monopolistic; that their serv- 
ices are mecessary or convenient to the 
residents of the area, and that because of 
the conflict of interest between the utility 
and its customers and consumers there are 
likely to arise situations where rates are so 
high as to deny service to many, or so low 
as to deny a fair return on its investment 
to the utility and its stockholders, which in 
turn would tend to result in inadequate 
service. 

Therefore, regulation is desirable to har- 
monize and balance these interests. The serv- 
ices of Garkane may tend to be monopo- 
listic in the area served because there is no 
other adequate utility to serve the residents 
there and its services will be convenient and 


e 


useful, if not vital, to those residents, but 
the third element is totally lacking. There 
is no conflict of consumer and producer in- 
terests—they are one and the same. If rates 
are too high the surplus collected is re- 
turned to the consumers pro rata. If rates 
are too low the consumers must accept cur- 
tailed service or provide financial contribu- 
tion to the corporation. If service is not 
satisfactory the consumer-members have it 
in their power to elect other directors and 
demand certain changes. Resort to equity, 
as in the case of all other mutuals, may be 
had if one group of members seeks to over- 
reach the others. The function of the com- 
mission in approving rates, capital structure, 
etc., is unneeded by Garkane, its members, 
or the communities which it will serve. 


Garkane Power Co. v. Utah Public Util- 
ities Commission. 


Utility May Lease Private Property without 
Approval of Commission 


O* an application by a water com- 
pany for approval of the leasing 
of wells, approval of an agreement cov- 
ering the operation of transmission and 
distribution mains, and approval of a 
reclassification of fixed asset accounts, 
the New York commission held that 
approval of the lease and of the agree- 
ment was unnecessary. 

A lease of a source of supply, said the 
commission, should be filed, and agree- 


ments covering the operation of water 
lines situated on property of private 
owners must also be filed. Such filing is 
for commission information, and action 
if necessary. 

Expense items, it was held, should not 
be included in capital accounts. This last 
matter, it was noted, was being argued 
before the court of appeals in another 
case. Re Endicott Water Works Co. 
(Case No. 9035). 


7 


Obligation of Connecting Telephone Company 
After Termination of Contract 


5 es rights and obligations of a local 
telephone company and a long-dis- 
tance company cannot be measured by 
the terms of a contract which has come 
to an end. On this ground the New 
York Court of Appeals held that where 
a joint traffic agreement had been termi- 
nated by the required notice but the com- 
panies had continued to do business, the 
amount to be paid must be measured in 
accordance with the terms of an implied 
contract to pay the reasonable value of 
the benefits rather than in accordance 
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with the terms of the express contract 
which had been ended. (See also p. 547 
of this issue. ) 

These companies had continued to 
furnish telephone toll service under 
schedules filed with the commission, and, 
said the court, both companies, as public 
service corporations, were subject to the 
command and direction of the commis- 
sion. The traffic agreement governed 
long-distance messages over their lines. 
If they had not entered into a written 
agreement, the commission would have 
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had power to direct that the lines be con- 
nected and that the corporations give the 
public service over the joint lines. In 
that case the commission would also 
have fixed the service which each must 
perform and the proportion of the joint 
tolls which each should receive. The 
court continued: 

The duty to exchange messages and to 
give joint service did not arise solely from 
the contract and would not cease with ter- 
mination of the contract. The public, too, 
has an interest in the performance of that 
duty and from the time that the parties filed 
a joint schedule for service to the public to 
be performed jointly, the public duty became 


e 


fixed and could not be destroyed by mutual 
agreement without the approval of the pub. 
lic service commission. Neither party at. 
tempted to withdraw or modify the sched. 
ule of rates filed with the public service 
commission and until an application {o; 
such relief is made and is granted by the 
commission, both companies are under a duty 
to continue to furnish joint service to the 
public. The termination of the contract had 
the effect, and was intended to have the 
effect, only of ending the reciprocal private 
obligations of the parties towards each other 
in connection with the joint service and the 
division of receipts therefrom. 


New York Telephone Co. v. Jamestown 
Telephone Corp. 


Magazine Articles and Dissenting Opinions on 
Prudent Investment Yield to Statute 


UMEROUS magazine articles writ- 

ten by economists and dissenting 
opinions of various court judges were 
cited in Montana in support of a conten- 
tion for the prudent investment theory 
as the proper method for determining 
fair value, but the Montana Supreme 
Court declared this position to be unten- 
able if regarded as an exclusive method. 
A Montana statute, said the court, indi- 
cates that present fair value should be 
ascertained for the purpose of rate 
making. 

No specific and exclusive method is 
mentioned in the statute, but the com- 
mission is authorized to ascertain “the 
value of the property.” The commission 
is permitted to avail itself of “all infor- 
mation contained in the assessment rolls 
of various counties, and the public rec- 
ords of the various branches of the 
state government, or any other informa- 
tion obtainable.” 

The court suggested that power to 
regulate utility companies is similar to 
the power of the state in eminent domain 
proceedings. It said: 

In exercising its power of regulating rates 
of a utility company it appraises the value 
of the property, determines from evidence 
the cost and expense of operating the utility, 
allows for depreciation and fair return on 


investment, and thereupon fixes rates for 
service to be rendered, which in effect is a 
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restriction on the use, enjoyment, and profits 
which the owner of the utility may have. 
In effect, the order of the public service 
commission limits and regulates the use of 
the property so far as profit is concerned 
and quality of service rendered, but leaves 
the management of the business in private 
hands with the attendant obligations of 
rendering service, meeting costs of opera- 
tion and exaction of government in the way 
of taxes. The commission cannot under the 
law fix rates so low as to result in taking 
of property without just compensation to 
the owner. 


Error was ascribed by appellants to 
the consideration of evidence as to de- 
preciation because of the manner in 
which depreciation funds were used by 
the utility. 

As to this, the court stated that these 
rules are set out in the statute: 


Where, in connection with the ascertain- 
ment of the present fair value of the prop- 
erty of a public utility, its reproduction cost 
is to be determined, the extent of the exist- 
ing depreciation of plant and equipment must 
be ascertained and deducted from the cost 
of reproducing them new, notwithstanding 
they are presently capable of rendering sub- 
stantially the same service as if new, and 
even though the effect of depreciation may 
be neutralized by adequate upkeep and rea- 
sonable replacements. Deductions should be 
made not merely for physical deteriora- 
tions, such as wear, decay, and depreciation, 
but also for obsolescence. Future deprecia- 
tion is, of course, not to be taken into 
account. 
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Finally, the court held that deprecia- 
tion is not to be measured by the amount 
of a depreciation reserve fund set up by 
a utility, but the maintenance of such a 
fund in an amount greater than the de- 
preciation claimed by the utility consti- 


tutes an admission against interest, which 
has more evidentiary value than esti- 
mates of experts, although not irrevo- 
cably binding upon the utility. Tobacco 
River Power Co. v. Public Service Com- 
mission et al, 98 P(2d) 886. 
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Substitution of New Gas Type Illegal without 
Commission Action 


CC city authorities pre- 
scribed undiluted natural gas in- 
stead of present mixed gas service. On 
appeal from the ordinance the Ohio com- 
mission ruled that commission consent 
must first be obtained before such a sub- 
stitution. 

Ohio statutes forbid a public utility to 
withdraw an established service without 
the consent of the commission. They 
also forbid a city to compel a withdrawal 
of service unless it first secures the con- 
sent of the commission. The question 
presented was whether the proposed 
substitution of an undiluted natural gas 
service for a mixed gas service contem- 
plated a withdrawal or abandonment of 
service within the meaning of the law. 
The commission concluded that the ordi- 
nance called for a complete withdrawal 
of present service and an entirely new 
and different type of service to be fur- 
nished, which required an application to 
be filed by the city. The commission, in 
discussing this statute, said: 


Sections 504-2 and 504-3 of the General 
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Code of Ohio protect the company from 
having its services ousted summarily with- 
out the process of an application first being 
filed for the cessation of such services and 
likewise protect the city, which is the pub- 
lic, by preventing a company from with- 
drawing its services without first making 
application to this commission. This is a 
case where the city would not be protected 
if it was arbitrarily held that the services 
contemplated should be substituted without 
the city first making an application under 
the Miller Act. 

The city of Cincinnati is now served with 
a mixture of three types of gases, by the 
company: (1) Diluted or so-called stabil- 
ized natural gas received from the Ohio 
Fuel Gas Company, (2) artificial gas manu- 
factured in the East End plant, and (3) 
coke oven gas received from the plant of 
the company near Hamilton, Ohio. The 
ordinance which requires the serving of 
“undiluted natural gas” thereby compels the 
withdrawal of these mixed gas services. The 
commission may require the company to 
make the substitution when it hears all the 
facts, but the facts cannot be presented to 
the commission except by first having an 
application filed by the city. ... 


The Cincinnati Gas & Electric Co. v. 
City of Cincinnati (No. 11,034). 


Federal Power Commission Reports on Cost 


Of Safe Harbor Project 


A DETERMINATION of the actual le- 
gitimate original cost of project ex- 
penditures for the period from January 
1, 1933, to December 31, 1937, in the 
case of the Safe Harbor Water Power 
Corporation was made by the Federal 


Power Commission. Several disputed 
items were ruled upon. 


Materials and supplies which were 


suitable for the permanent operating 
storeroom had been transferred on De- 
cember 31, 1935, from the temporary 
storeroom. The residue, which con- 
sisted of material no longer needed, was 
transferred to salvage operations for 
disposal. The company’s claim for the 
cost of this residue was partially dis- 
allowed. No physical inventory had 
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been made, and the claimed cost, said the 
commission, represented a_ residual 
amount resulting from a physical inven- 
tory of the materials and supplies that 
were moved to the permanent storeroom 
as compared with the book value of the 
materials and supplies that had been 
carried in the temporary storeroom. The 
evidence was said to establish that, dur- 
ing the operation of the temporary 
storeroom for construction, operation, 
and maintenance purposes, materials and 
supplies to a certain extent were prop- 
erly allocable to operating expenses 
and, therefore, only the remainder would 
be allowed as actual legitimate original 
cost. 

To facilitate future additions to the 
power plant the licensee had crushed 
sufficient stone near the project to meet 
all requirements in the near and distant 
future. The commission, however, al- 
lowed only the cost of such stone neces- 
sary for construction, without regard to 
future requirements. The remainder 
was disallowed as not part of the present 
constructed project, although it was sug- 


gested that when the stone should be 
used in the future and become a part of 
the project the cost of that stone would 
be considered. 

Fault locator facilities were disallowed 
on the ground that transmission lines in 
connection with which they would be 
used were not owned by the licensee and 
that it had no obligation with respect to 
their maintenance. 

An unprecedented flood in the Sus- 
quehanna river had caused the licensee 
to place a sealing weld around circular 
plates to prevent the entrance of flood 
waters into the power house to make 
them water-tight. A claim for the cost 
of this sealing weld was disallowed. The 
commission said that the removal of one 
waterproofing medium in favor of an- 
other type is classifiable as maintenance 
or repair work, but not a fixed capital 
cost. Moreover, the claimed cost, it was 
said, must be disallowed as a capital cost 
because the work did not result in a sub- 
stantial addition to the plant. Re Safe 
Harbor Water Power Corp. (Opinion 
No. 18-B, Project No. 1025). 


Other Important Rulings 


ce California commission, in au- 
thorizing a revision of passenger 
train schedules of an electric railway 
company, said interurban carriers should 
be permitted to curtail their services 
where it appeared that the use thereof, 
particularly during the daytime off-peak 
period, does not in any way justify the 
existing frequency, and it further ap- 
pears that the losses incurred by such 
carriers should be minimized. Re Inter- 
urban Electric Railway Co. (Decision No. 
32779, Application Nos. 23167, 23168). 


The Washington commission canceled 
as unjust its rule giving railroads the 
right to file rate reductions on ten days’ 
notice without approval and without 
showing that an emergency threatens or 


exists. The rule gave the railroad an ad- 
vantage over common carriers by motor 
vehicle, who must file proposed rate 
changes with the commission, provide 
for notice and hearing before that body, 
and then abide by the commission’s find- 
ings. Re Freight Rates by Rail Carriers 
(Cause No. 7238). 


The Pennsylvania commission held 
that an order directing a utility to re- 
move, at its own expense, all facilities 
incidentally affected by a crossing im- 
provement, was not intended to bar any 
recovery for damages caused by neces- 
sary relocations of facilities from private 
property. Department of Highways v. 
Lehigh & New England R. Co. (Com- 
plaint Docket No. 11045). 


Note.—The cases above referred to, where decided by courts and regulatory commissions, 
will be published in full or abstracted in Public Utilities Reports. 
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cITY OF LOS ANGELES v. NEVADA-CALIFORNIA ELEC. CORP. 


FEDERAL POWER COMMISSION 


City of Los Angeles et al. 


Vv. 


Nevada-California Electric Corporation 


[Opinion No. 43, Docket No. IT-5512.] 


Public utilities, § 73 — Electric corporation — Status — Federal Commission 
jurisdiction, 
1. A corporation which owns and operates in interstate commerce electric 
facilities subject to the jurisdiction of the Federal Power Commission is 
a “public utility” within the purview of the Federal Power Act, p. 196. 


, § 13 — Federal Commission jurisdiction — Contracts — Parties. 


2. The Federal Power Commission need not have statutory authority over 
a municipal plant complainant as a prerequisite to the exercise of its juris- 
diction to pass upon the reasonableness and lawfulness of a rate contract 
with an electric company defendant, p. 196. 


$ 13.1 — Commission jurisdiction — Contracts. 


3. The Federal Power Commission, in the exercise of the rate-making 
power vested in it by Congress, can modify a rate contract between a mu- 
nicipality and a public utility, p. 196. 


, § 227 — Change in contract — Municipality and electric company — Partial 
jurisdiction of Commission. 


4. No injustice or hardship is imposed upon an electric company by the 
exercise of Commission jurisdiction to change a rate contract, on complaint 
by a municipality purchasing electricity, because the Commission has juris- 
diction over the company and not over the municipality, since the company 
may file proposed changes in filed rates and charges, p. 197. 


§ 13 — Jurisdiction of Federal Commission — Unused schedules — Mu- 
nicipal contract. 

5. The Federal Power Commission has jurisdiction over a rate schedule 

filed pursuant to a contract between a municipality and an electric company 

even though no electricity has been transmitted under the schedule, p. 197. 


§ 13 — Jurisdiction of Federal Commission — Effect of unauthorized 
property transfer. 

6. The fact that authority was not obtained from the Federal Power Com- 
mission for the transfer of facilities by an electric corporation to a munici- 
pality is collateral to a consideration of the problem of changing rates estab- 
lished by a contract between such corporation and an electric producing 
company, and is not a bar to the exercise of Commission jurisdiction in 
such proceeding, p. 197. 


Return, § 11 — Basis — Original cost — Contract rates. 


7. The original cost of construction of a transmission line is the best evi- 
dence of the amount to be used as a rate base in a proceeding on complaint 
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against rates fixed by a contract in which it is agreed that the original cos 
shall be used as the basis for computing the charges, p. 203. 


Valuation, § 170 — Charges to capital — Cost of rewinding transformers. 
8. The cost of rewinding transformers at a power dam, in order to make 
such transformers suitable for operation at the voltage required under q 
contract for wholesale power service, is proper as an addition and better. 
ment, p. 203. 

Depreciation, § 14 — Basis — Original cost. 
9. Depreciation rates should be related to original cost rather than cost of 
reproduction new, where the Commission used the original cost of a trans- 
mission line as the base for testing the reasonableness of charges for electric 
energy, p. 204. 


Return, § 87 — Wholesale power service. 
10. A return of 6 per cent was held reasonable in establishing rates for 
wholesale power service to a municipal plant, p. 204. 

Rates, § 134 — Reasonableness — Comparison. 


11. Rate comparisons do not afford a proper basis for determining the 
reasonableness of charges for the transmission or sale of electric energy 
by a power company to a municipal plant, p. 205. 


[January 25, 1940.] 


Weigand by municipality against rates prescribed by con- 
tract filed with the Commission; rate reduction ordered. 


APPEARANCES: Ray L. Chesebro, 
S. B. Robinson, Gilmore Tillman, and 
William J. Carr, for the complainants ; 
Henry W. Coil and Frank P. Doher- 
ty, for the defendant. 


By the Commission: The city of 
Los Angeles, California, a municipal 
corporation, and the department of 
water and power of said city, filed 
with the Commission, on March 14, 
1938, a formal complaint against the 
Nevada-California Electric Corpora- 
tion, a corporate entity organized un- 
der the laws of the state of Delaware 
and engaged in the production, trans- 
mission, distribution, and sale of elec- 
tric energy in the states of Arizona, 
California, and Nevada. On April 14, 
1938, defendant filed answer to said 
complaint. Thereafter, pursuant to 
notice, public hearings were duly held 


on the issues involved in this proceed- 
ing in Los Angeles, California, begin- 
ning on June 29, 1938, and concluding 
on July 13, 1938, at which the parties 
were fully heard and introduced of 
record oral and documentary evidence. 
After the conclusion of the final hear- 
ing briefs were filed on behalf of both 
parties. 


Allegations of Complaint and Answer 


The complainants allege: (a) that 
the rates and charges prescribed by the 
schedules and contracts filed with this 
Commission as Rate Schedule FPC 
No. 4 by the Southern Sierras Power 
Company between a predecessor in in- 
terest of the complainants, the Los An- 
geles Gas and Electric Corporation, 
and predecessors of the defendant, the 
Southern Sierras Power Company and 
the Nevada-California Power Com- 
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CITY OF LOS ANGELES v. NEVADA-CALIFORNIA ELEC. CORP. 


pany, are unjust and unreasonable, and 
(b) that the interpretation and appli- 
cation of such schedules and contracts 
by the defendant, the Nevada-Califor- 
nia Electric Corporation, as affecting 
and pertaining to such rates and charg- 
es were, are, and will continue to be 
unjust, unreasonable, and in violation 
of § 205(a) of the Federal Power Act 
(16 USCA, § 824d), and pray that 
the Commission determine the just and 
reasonable rate, charge, and contract 
to be thereafter observed and enforced 
for the service rendered and to be ren- 
dered to the complainants by said de- 
fendant. 

The defendant, in its answer, asks 
the dismissal of the complaint and sets 
forth several objections to the juris- 
diction of the Commission to enter- 
tain the complaint, and proffers de- 
fenses, upon the merits, to the allega- 
tions of the complaint. 

Rate Schedule FPC No. 4 provides 
for the payment by the city of Los 
Angeles to the defendant of “. . . 
asum equal to 4.715 per cent 
per annum of the original cost of con- 
struction of Boulder canyon 
line, substations, and appurtenant 
equipment and all additions and better- 
ments thereof made from time to time, 
to cover return, depreciation, and over- 
head. A statement of the original cost 
of construction thereof to the 
date of this agreement is hereunto an- 
nexed, agreed to, and marked 
‘Exhibit A.’ Said statement shall not 
and does not include equipment at said 
dam or at said San Bernardino sub- 
station not necessary for the transmis- 
sion of electric energy for Los Angeles 
Company. . . .” 

The contract also provides for the 
reimbursement of one-half of the ac- 
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tual cost of all repairs, maintenance, 
and operation of the line, substations, 
and appurtenant equipment, including 
claims for injuries to persons or prop- 
erty and minor replacements and re- 
newals. It also provides for the re- 
imbursement of one-half of all taxes 
applicable to this line. 


Description and History of the Parties 


The acquisition, by purchase, by the 
city of Los Angeles, one of the com- 
plainants, of the facilities and assets 
of the Los Angeles Gas & Electric 
Corporation, included the assumption 
of the obligations and benefits of Rate 
Schedule FPC No. 4. The properties 
were taken over on February 1, 1937, 
the city having theretofore amended 
its charter to cover the assumption of 
these contract obligations. The Los 
Angeles Gas and Electric Corporation 
had previously served about one-third 
of Los Angeles in competition with 
the city’s plant. Its generating facili- 
ties consisted of a 70,000-kilowatt ca- 
pacity plant in Los Angeles and a 65,- 
000-kilowatt capacity plant at Seal 
Beach, California. 

The defendant in this proceeding is 
the successor by merger to the South- 
ern Sierras Power Company and the 
Nevada-California Power Company, 
the former operating in California, the 
latter in Nevada, both having been 
wholly owned for many years by the 
defendant. The territory served by 
this system includes the counties of 
Mono, Inyo, Kern, San Bernardino, 
Riverside, and Imperial, in the state 
of California, the counties Nye and 
Esmeralda in the state of Nevada, and 
Yuma county in the state of Arizona. 
Energy is also transmitted for whole- 
sale use in Mexico. It is admitted that 
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the defendant and its predecessors were diction in this case because the com. J ''Y 
operating in interstate commerce. plainants, city of Los Angeles, a mu- rate- 
The Southern Sierras Power Com- _ nicipal corporation, and the department gres 
pany had a steam plant at San Bernar- of water and power of the city of Los i ‘¥° 
dino, California, with a capacity of Angeles are exempt from the Commis. publ: 
11,250 kilovolt amperes and a Diesel sion’s jurisdiction under § 201(f) of ques 
plant at Blythe, California, with a the Federal Power Act (16 USCA, 257 
capacity of 400 kilovolt amperes. Its § 824). PUI 
resources, however, were almost ex- Defendant in support of this conten- Stat 
clusively hydroelectric consisting of tion concedes that we have jurisdiction 69 I 
storage and stream flow plants on the to modify the provisions of a contract Ct | 
eastern side of the Sierra Nevada for public utility service whether the 9B 
mountains. Its output was, therefore, contract be made before or after the 240, 
subject to wide fluctuations in accord- adoption of the regulatory statute. 99 f 
ance with the snow fall until it entered The defendant asserts, however, that subj 
into an agreement with the Los An- the contract here involved does not [ 
geles Gas & Electric Corporation in come within this well-settled rule, be J 
1927 under the terms of which each cause by specific provision in the act emp’ 
company agreed to furnish to the other the complainants are exempt from our ject 
emergent service, and the Southern regulatory jurisdiction. In effect, the oa 
Sierras Power Company to build a 61- contention of the defendant appears to plain 
mile, 40,000-kilowatt nominal capacity be that it is necessary for the Com- ib 
110,000-volt transmission line from mission to have statutory authority fj ** 
San Bernardino to the plant of the over both parties as a prerequisite to J" 
Los Angeles Gas & Electric Corpora- the exercise of the Commission’s ju- the 
tion at Seal Beach at an approximate _risdiction to pass upon the reasonable- relat 
cost of $750,000. The Southern Sier- ness and lawfulness of the provisions cae 
ras constructed the Boulder-San Ber- of the contract in the instant case. the 
nardino line in order to sell power to The defendant’s contention in this reek 
the government for the construction respect is obviously without merit. the 
of Boulder dam and to transmit power Even if it be conceded that under °° “ 
from Boulder dam into its system aft- § 201(f) of the act (supra) the com- the | 
er the project was completed. plainants are exempt from the Com- a 
eee : mission’s regulatory jurisdiction, nev- : 

Jurisdictional Questions ertheless § 306 of ‘/- Federal Power Une 

[1] The defendant owns and op- Act specifically authorizes a “person” lic u 
erates facilities subject to the jurisdic- or “municipality” to file a complaint sion 
tion of the Commission and it is there- with the Commission, and the city and rate 
fore a “public utility” as defined in the Department are before the Com- ie 
§ 201(e) of the Federal Power Act. mission in the capacity of complain- _ 
The defendant does not contest this ants invoking the Commission’s au- ve 
fact but raises certain other questions thority over a public utility admittedly in 
of a jurisdictional nature. subject to the Commission’s jurisdic- Over 
[2, 3] The defendant contends that _ tion. - 
the Commission is deprived of juris- The authority of a Federal regula- en 
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tory agency, in the exercise of the 
rate-making power vested in it by Con- 
gress, to modify a rate contract be- 
tween a state or municipality and a 
public utility, has been settled beyond 
question. New York v. United States, 
257 US 591, 600, 601, 66 L ed 385, 
PUR1922C 455, 42 S Ct 239; United 
States v. Hubbard, 266 US 474, 477, 
69 L ed 389, PUR1925C 388, 45 S 
Ct 160. See also Norman v. Balti- 
more & O. R. Co. (1935) 294 US 
240, 307, 79 L ed 885, 55 S Ct 407, 
95 ALR 1352, where the cases on the 
subject are reviewed. 

[4,5] The defendant further argues 
the fact that the complainants are ex- 
empt from, while the defendant is sub- 
ject to, the Commission’s jurisdiction, 
results in a situation wherein the com- 
plainants would have the right to file 
a complaint with the Commission 
against the defendant claiming that the 


rates are unreasonably high, whereas 
the defendant would not have the cor- 
relative right to file with the Commis- 
sion a complaint against the city and 
the department claiming that the rates 


are unreasonably low. Granting that 
the Commission is without authority 
to entertain such a complaint filed by 
the company against the city and the 
department, no injustice or hardship 
is thereby imposed upon the company. 
Under § 205(d) of the act, supra, pub- 
lic utilities may file with the Commis- 
sion proposed changes in their filed 
rates and charges. This provision ap- 
pears to negative defendant’s conten- 
tion and to afford adequate protection 
toit. In addition the defendant ques- 
tions the authority of the Commission 
over the charges provided for in Rate 
Schedule FPC No. 4, upon the theory 
that there is not, has not been, and 
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actually may never be, any transmis- 
sion of electric energy thereunder. Suf- 
fice it to say upon this contention, said 
rate schedule covers rates and charges 
made, demanded, or received by the 
defendant for or in connection with 
the transmission or sale of electric en- 
ergy by facilities subject to the juris- 
diction of the Commission, and the 
Commission accordingly has jurisdic- 
tion over such rates and charges under 
the specific provisions of the Federal 
Power Act. 

[6] The defendant further contends 
that we are without jurisdiction in 
this proceeding as no application was 
made to us for authorization to trans- 
fer the facilities of the Los Angeles 
Gas & Electric Corporation, including 
Rate Schedule FPC No. 4, to the city 
of Los Angeles, and that the contract 
of transfer is therefore void if the 
city is subject to the Commission’s 
jurisdiction. Although it appears 
from the record that electric energy 
purchased from the Los Angeles Gas 
& Electric Company and transmitted 
by the Southern Sierras Power Com- 
pany to Boulder for use in connection 
with the construction of the dam did 
move it interstate commerce and that 
the facilities of the vendor company 
may have been subject to our juris- 
diction under § 203 of the Federal 
Power Act (16 USCA, § 824b) we 
are of the opinion that such fact is 
collateral to a consideration of the 
problem here involved, and that our 
consideration and disposal of the issues 
in the case at bar is not inconsistent 
with any unasserted or unexercised 
authority this Commission may have 
under § 203 of the act. Any failure 
to comply with its requirements may 
be dealt with in another proceeding. 
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The Additions and Betterments at 
Victorville 


In considering the matter of addi- 
tions and betterments at Victorville, 
California, it is interesting to note the 
record indicates that although the 
Boulder-San Bernardino line was orig- 
inally operated at 90,000 volts, it was 
not feasible to operate said line per- 
manently at this voltage and complain- 
ants did not seriously urge such opera- 
tion. In fact, the entire line was op- 
erated for approximately eight months 
at 110,000 volts in the transmission of 
power from the dam into the defend- 
ant’s system. At the end of this pe- 
riod, the voltage was changed from 
110,000 volts to 132,000 volts on the 
portion of the line between Boulder 
dam and Victorville, and from 110,- 
000 volts to 90,000 volts between Vic- 
torville and San Bernardino with a 


step-down transformer at Victorville. 
These changes were made by the de- 
fendant without securing the consent 


of the complainants. However, the 
defendant undoubtedly had the right 
to make these changes without secur- 
ing such consent by reason of its own- 
ership of the line. Notwithstanding 
these circumstances, it is important to 
note that the wording of the contract 
here under consideration provides that 
the complainants can be charged only 
for such portion of the additions and 
betterments as are “necessary for the 
transmission of electric energy for Los 
Angeles Company” (the complain- 
ants). 

The question to be decided therefore 
is what portion of the equipment at 
Victorville is necessary for transmis- 
sion of the complainants’ share of the 
line capacity (fixed at 40,000 kilovolt 
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amperes by Boulder generator capacity 
or 37,500 kilovolt amperes by trans. 
former capacity), and what was in. 
stalled for the convenience or operat- 
ing advantage of the defendant. 

The Boulder-San Bernardino line 
was operated at 90,000 volts at the 
sending end of the line during the pe. 
riod when Boulder dam was under 
construction. Power could be sent 
from either San Bernardino or Vic. 
torville according to the connections 
at Victorville. A portion of this pow- 
er was purchased from the Los An- 
geles Gas & Electric Corporation at 
Seal Beach and transmitted to San 
Bernardino over the 110,000-volt line 
through the step-down transformer at 
San Bernardino. Power could also be 
transmitted from the Owens valley 
90,000-volt lines which were connected 
at Victorville with the 90,000-volt line 
to Boulder dam, the object being to 
protect the service of supplying con- 
struction power to the government at 
Boulder dam. Although the voltage 
was somewhat less at Boulder, no se- 
rious loss was sustained as synchro- 
nous condensers were used in the sub- 
station at Boulder dam. 

So long as the line from San Ber- 
nardino was maintained at 90,000 
volts, there were three lines operating, 
or capable of being operated, in paral- 
lel from San Bernardino to Victor- 
ville by use of what amounted to a 
double bus at Victorville. The defend- 
ant’s vice president and general man- 
ager testified that the substation at 
Victorville was a sectionalizing substa- 
tion on its two transmission lines lead- 
ing from Owens valley to San Ber- 
nardino. Later there was an intercon- 
nection made with the Boulder line 
for the purpose of protecting that 
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service while selling power to the 
government. The switching arrange- 
ment used during the construction pe- 
riod provided for connection of lines 
at the substation and for cutting out 
any section of the line that might be 
faulty. The load at Victoryville could 
be connected to any line desired in 
order to furnish power during the 
construction period at Boulder. Owens 
valley lines could be utilized through 
Victorville to Boulder, whenever there 
was transmission difficulty between 
Victorville and San Bernardino. 
Sometime after the expiration of the 
construction of Boulder dam, an in- 
terim arrangement was entered into by 
which the defendant secured power 
from the Boulder plant and transmit- 
ted it to San Bernardino over the 
Boulder line. For this purpose, the 
transformers at Boulder were con- 


nected to operate at 110,000 volts and 
the line at the San Bernardino substa- 
tion and the Seal Beach line were con- 


nected with the same bus bar. Loads 
as high as 40,000 kilowatts were car- 
ried over the line. 

Witnesses for the defendant testi- 
fied, without detailing any unsatisfac- 
tory conditions of operation, that the 
Boulder-San Bernardino line when 
operated at 110,000 volts constituted 
a “makeshift arrangement,” a freak 
connection, and that the defendant al- 
ways intended to operate the line at 
132,000 volts. 

It would appear from certain admis- 
sions of the defendant’s witnesses that 
an important reason for the installa- 
tion of the additions and betterments 
at Victorville was to increase the ca- 
pacity of defendant’s system by ap- 
proximately 37,500 kilovolt amperes. 
The total amount of power which 
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could be received by the defendant 
from Boulder dam and under Los An- 
geles Gas & Electric Corporation’s in- 
terchange agreement was limited by 
transformer capacity at San Bernar- 
dino to the amount that might be ob- 
tained from either source alone, but 
after completion of the additions and 
betterments at Victorville, the total 
capacity is apparently increased by 37,- 
500 kilovolt amperes. 

Another feature of importance 
which appears to be a distinct benefit 
to the defendant is that the installation 
of a transformer bank at Victorville 
permitted connection of the two 90,000 
volt lines from the Owens valley plants 
with the Victorville-San Bernardino 
section of the Boulder-San Bernardino 
line as had been done during the period 
in which the entire Boulder-Victor- 
ville-San Bernardino line was operated 
at 90,000 volts. So long as the Boulder- 
San Bernardino line was operated at 
110,000 volts, power could not be tak- 
en off at Victorville without the in- 
stallation of transformer banks and 
there was no possibility of replacing 
the circuit by, or using it in substitu- 
tion for, a portion of either of the 
circuits from the defendant’s power 
plants to San Bernardino without the 
installation of such facilities at Vic- 
torville. 

The complainants, as successors in 
interest to the rights of the Los An- 
geles Gas & Electric Corporation, have 
the right to the use of one-half of the 
Boulder-San Bernardino circuit only 
under Rate Schedule FPC No. 4. 
They are not entitled to use any part 
of the second and third circuit between 
Victorville and San Bernardino. In 
fact, witnesses for the complainants 
testified that the city was in a better 
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position when the lines were separated 
because it will sustain greater line 
losses when the lines are operated in 
parallel from Victorville to San Ber- 
nardino and because it will have no 
control of the power transmitted un- 
der present conditions at Victorville as 
the power from Boulder dam will be 
mingled with the power from the other 
plants. 

It appears reasonable to assume that 
the defendant desired to restore con- 
nection at Victorville in order that the 
conditions on its system would again 
correspond approximately to those 
prevailing during the time that the 
Boulder line was operated at 90,000 
volts. This could be done by chang- 


ing the portion of the Boulder-San 
Bernardino line from Boulder Dam 
to Victorville to 132,000 volts and in- 
stalling the new facilities at Victor- 


ville while retaining the remainder of 
the line at 90,000-volt operation as the 
connections at Victorville restored the 
system to approximately the electrical 
equivalent of conditions when the en- 
tire line operated at 90,000 volts. 

The defendant’s witnesses state that 
the Boulder-San Bernardino line was 
originally designed for 132,0000-volt 
operation, that it was the understand- 
ing between the predecessors to the 
parties in this case that it should be so 
operated and that the defendant in- 
stalled equipment which it considered 
necessary to change the voltage with- 
out the consent of the complainants. 
No attempt was made, however, to 
justify the expenditure in comparison 
with that needed for operation at a 
lower voltage. The defendant con- 
cedes that the propriety of charging 
some of the equipment at Victorville 
to the complainants was open to ques- 
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tion but nowhere defines what equip- 
ment should be excluded. 

The witnesses for the complainants 
testify that the installation of the 
equipment at Victorville is not neces. 
sary for the transmission for the city 
of energy attributable to the gas com. 
pany’s allotment, that the change to 
132,000 volts makes the circuit more 
vulnerable to interruption, and that 
the city is greatly prejudiced by the 
location of the additions at Victorville. 
rather than at San Bernardino, as 
synchronous condensers should be in- 
stalled at the receiving end of the cir- 
cuit rather than at a distance of ap- 
proximately 40 miles from that point. 
The complainants further assert that 
if the synchronous condensers are not 
at the receiving end, the variation in 
voltage is greater, as the condensers 
control the delivery of voltage, and 
that the connection at Victorville has 
the effect of pooling power of the de- 
fendant over any of the three circuits 
between Victorville and San Bernar- 
dino, which would deprive the com- 
plainants of their proper allocation of 
power and cause interruptions to the 
service. 

That the carrying power of the line 
at 110,000 volts is ample for the power 
contracted for at Boulder seems to be 
established by the testimony that peaks 
of 40,000 kilowatt hours were trans- 
mitted over the line when operating at 
this voltage, and by the fact that this 
was done without use of the synchro- 
nous condensers which are claimed to 
be necessary at Victorville even when 
operating at 132,000 volts. 

Opinion evidence was introduced to 
show the saving in line losses when 
operating at the higher voltage. How- 
ever, the highest priced energy to be 
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transmitted cost only 1.63 mills per 
kilowatt hour, and a considerable por- 
tion of it cost only 0.5 mill. Such 
indicated potential savings may be dis- 
missed when they are to be balanced 
against fixed charges and operating 
expenses On an increase in investment 
of approximately $400,000. 

Careful examination of the record 
is convincing that defendant made the 
additions and betterments at Victor- 
ville to enable it to take Boulder power 
off at Victorville for its system with- 
out being subjected to the peril of 
storms in the Cajon Pass; effect paral- 
lel operation on Victorville-San Ber- 
nardino section of the Boulder line, 
with the corresponding sections of de- 
fendant’s Owens Valley-San Bernar- 
dino 90,000 volt lines; effect the in- 
stallation of 15,000 kilovolt amperes 
of synchronous condenser capacity at 
a point where it is equally useful on 
the Boulder-San Bernardino circuit 
and on the two Owens Valley-San 
Bernardino circuits ; to increase by 37,- 
500 kilovolt amperes the total coinci- 
dent peak of power that may be drawn 
by the defendant from Boulder and 
Seal beach by the installation of the 
transformer bank; and to facilitate 
switching of transmission lines by the 
installation of new and additional oil 
circuit breakers, air break switches, 
and disconnecting switches at Victor- 
ville, 

The cost of the transmission line, 
with appurtenances as they existed 
prior to the start of work at Victor- 
ville, is conceded by complainants. No 
question is raised regarding the pro- 
priety and reasonableness of the oper- 
ating expenses or taxes on the line. 
In fact, during the course of the hear- 
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ings counsel for the defendant offered 
to stipulate that the cost of two ad- 
ditional lines was not included as addi- 
tions and betterments and that no 
additional charge would be made for 
complainants’ use of the three circuits 
instead of the one used originally. As 
the complainants undoubtedly have 
adequate synchronous condenser ca- 
pacity on their system, and as 40,000 
kilowatts was transmitted over the 
line at 110,000 volts without any syn- 
chronous condenser capacity at Vic- 
torville, it seems clear that at Victor- 
ville, although highly desirable from 
the standpoint of the defendant’s sys- 
tem operation, they are not necessary 
for transmission of power to the com- 
plainants under the terms of the con- 
tract. 

In addition the location of the con- 
densers at Victorville makes them val- 
ueless to the complainants and as they 
are legally entitled to the use of one- 
half of one line only between Victor- 
ville and San Bernardino, according 
to the terms of the contract, instead of 
half of three lines, the synchronous: 
condensers and the transformer bank: 
at Victorville are not necessary td 
transmit the complainants’ half of 40,- 
000 kilovolt amperes contracted for 
at Boulder. The transformer bank 
permits power to be supplied for the 
defendant load fed from Victorville 
but gives little or no advantage to the 
complainants. Upon sucha record, we 
are of the opinion that the defendant 
has no right under the transmission 
agreement to bill the complainants for 
any share of the additions and better- 
ments at Victorville which were in- 
stalled for the convenience and operat- 
ing advantage of the defendant. 
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The Seal Beach Line 


An important question involved in 
this case concerns the treatment to be 
accorded to the 61-mile transmission 
line extending from Seal Beach to San 
Bernardino, hereinafter called the Seal 
Beach line. In arriving at a rate base 
the city excludes this line from its 
computations, whereas the defendant 
company includes it. The original cost 
of the line amounts to $748,439 and 
it is accordingly an item of consider- 
able importance. The construction of 
this line had its origin in a power in- 
terchange agreement entered into on 
December 23, 1927, by and between 
the Los Angeles Gas & Electric Cor- 
poration and the Southern Sierras 
Power Company. The agreement pro- 
vided for the construction by the Sier- 
ras Company, at its own sole cost and 
expense, of a transmission line from 
its steam-generating plant in San Ber- 
nardino to a point of interconnection 
with the steam-generating plant of the 
Los Angeles Company in Seal Beach. 

Under the terms of this agreement 
each company agreed to deliver to the 
other, upon request, such amount of 
electric energy as might be needed to 
meet its emergent conditions or de- 
mands to the extent of its available 
surplus at the out-of-pocket cost there- 
of to the delivering company, plus 15 
per cent to cover contingencies and in- 
cidentals. Out-of-pocket costs were de- 
fined to consist of fuel costs plus one 
mill per kilowatt hour to cover all 
other items. The term of the contract 
was for fifteen years and was there- 
after to run from year to year unless 
terminated by either party on one 
year’s notice. 

Pursuant to the terms of this ar- 
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rangement the Sierras Company con- 
structed a 40,000-kilowatt, 110,000. 
volt transmission line from San Ber- 
nardino to Seal Beach, completing it 
in February, 1930. (This line was 
constructed prior to the construction 
of the line from San Bernardino to 
Boulder to supply energy to the dam 
for construction purposes. ) 

On May 18, 1932, the interchange 
agreement was amended by the parties, 
This amendment recited that each of 
the parties had entered into a contract 
with the United States to purchase and 
receive power for the Hoover dam and 
Boulder canyon project and desired to 
extend the interchange agreement so 
that it would run concurrently with the 
effective periods of said agreements 
with the United States. The inter- 
change agreement was accordingly ex- 
tended for a period of fifty years from 
and after the date upon which electric 
energy should be ready for delivery 
from the Hoover dam project to the 
city of Los Angeles. No energy, how- 
ever, was received by the complainants 
from this project until June 1, 1937. 

The record in the instant case dis- 
closes that under the provisions of 
Rate Schedule FPC No. 4 energy is to 
be transmitted over the Seal Beach 
line free of all cost to the city of Los 
Angeles (as successor in interest to 
the Los Angeles Gas & Electric Cor- 
poration) so long as the city stands 
willing and able to supply such 
amounts of electric energy as may be 
needed to meet emergent conditions of 
the defendant. This service, it is stat- 
ed, could not be secured by the de- 
fendant otherwise for less than $5 
per kilowatt a year, or $100,000 for 
20,000 kilowatt standby, and as to 
this transmission service the considera- 
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tion to the defendant is accordingly 
very substantial. 

It would appear from an examina- 
tion of the record that the parties did 
not intend that the Seal Beach line 
should be included in testing the rea- 
sonableness of the charges under Rate 
Schedule FPC No. 4. The fact that 
under the specific provisions of this 
rate schedule the city of Los Angeles 
is not required to pay any part of the 
cost of the transmission of energy over 
the Seal Beach line so long as the city 
stands willing and able to supply elec- 
tric energy needed to meet emergent 
conditions of defendant company ap- 
pears to indicate that the parties did 
not contemplate that a return should 
be allowed on this line. We conclude, 
therefore, that the Seal Beach line 
should be excluded from the rate base 
for the purpose of testing the reason- 
ableness of the return received by de- 
fendant under Rate Schedule FPC No. 
4, 


The Cost of Rewinding Transformers 


[7,8] The uncontradicted evidence 
of record is to the effect that the trans- 
formers purchased for use at Boulder 
dam would not be suitable for opera- 
tion at 110,000 volts once the genera- 
tor purchased for defendant was in 
operation. The estimated cost of re- 
winding the transformer bank for 
operation at 110,000 volts instead of 
132,000 volts is between $40,000 and 
$50,000 and the testimony is ample to 
show the feasibility of operation at 
that voltage. 


The Reasonableness of the Charges 
under Rate Schedule FPC No. 4 


In determining the reasonableness 
of the charges made pursuant to Rate 
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Schedule FPC No. 4, we accept the 
fact that the agreed cost of the Boul- 
der canyon-San Bernardino line, as of 
April 30, 1938, was in the sum of $1,- 
132,858.44. The city is entitled to the 
use of only one-half of the capacity of 
this line. Therefore, the payment of 
4.715 per cent, the contract rate, on 
the total original cost of the line is 
an equivalent to a payment of 9.43 
per cent upon one-half of its original 
cost. Stated in another way, the rea- 
sonableness of the payment made by 
the city under the rate schedule may be 
ascertained by relating the payment to 
one-half of the agreed cost, or $566,- 
429.22. 

The defendant introduced in evi- 
dence estimates of the cost reproduc- 
tion new of the properties involved, 
which exceeded in amount the agreed 
original or historical cost. The de- 
fendant’s witnesses estimated the re- 
production cost new of the Boulder 
canyon line and terminal as $1,358,- 
299, or more than $226,000 in excess 
of historical cost. However, we be- 
lieve the original cost of construction 
of the Boulder canyon line is the best 
evidence of the amount to be used as a 
rate base in this proceeding.’ It is sig- 
nificant that the parties themselves, by 
specific provision in the contract des- 
ignated as Rate Schedule FPC No. 4, 
have agreed that the original cost of 
the line shall be used as the base for 
computing the charges. 

For the purpose of testing the rea- 
sonableness of the charges we will ac- 
cordingly use as a base one-half of 
the original cost of the line, which 
amounts to $566,429. To this should 





1See Clark’s Ferry Bridge Co. v. Pennsyl- 
vania Pub. Service Commission (1934) 291 
US 227, 78 L ed 767, 2 PUR(NS) 225, 54 
S Ct 427. 


32 PUR(NS) 





FEDERAL POWER COMMISSION 


be added one-half of the cost of re- 
winding transformers at Boulder dam, 
which we believe to be proper as an 
addition and betterment. It has been 
estimated that the cost of rewinding 
these transformers would be between 
$40,000 and $50,000. We conclude, 
therefore, that the amount of $590,000 
is a proper base to be used for com- 
puting the reasonableness of the 
charges.* 

As the payment of 9.43 per cent per 
annum on one-half of the original cost 
of the Boulder canyon line covers 
overhead, depreciation, and return, it 
is necessary to determine what portion 
of the payment is properly allocable to 
these items, respectively. 

The complainants computed the 
amount for overhead applicable to the 
Boulder canyon line by allocating the 
defendant’s general expenses on the 
basis of payrolls which is the method 
used by the defendant for accounting 
purposes, and arrived at a figure of 
$2,500. On the other hand, defend- 
ant offered testimony which allocated 
overhead expense on the Boulder can- 
yon line on the basis of property and 
also on the basis of operating expenses. 
A witness for the defendant, using a 
judgment figure, arrived at the sum of 
$5,000 for overhead expense on the 
Boulder canyon line. In its brief, the 
defendant claims an allowance of be- 
tween $8,000 and $10,000 for over- 
head on this line. For the purpose of 
testing the reasonableness of the re- 
turn, we accept the sum of $5,000, 





® The defendant introduced evidence on so- 
called “observed depreciation.” However, as 
the annual depreciation expense allowance has 
been computed by the sinking-fund method, 
an undepreciated base will be used. See Los 
Angeles Gas & E. Corp. v. California R. 
Commission, 289 US 287, 77 L ed 1180, PUR 
1933C 229, 53 S Ct 637. 


used by the defendant company’s wit. 
ness, as proper for total overhead ex. 
penses applicable to the Boulder line 
This should be reduced to $2,500, or 
one-half, to reflect the portion alloca. 
ble to the complainants. 

[9] The complainants introduced in 
evidence an exhibit which showed the 
annual depreciation expense on the 
Boulder canyon line to be $8,620, 
This figure was determined by apply- 
ing to the cost of the various classes 
of depreciable property, rates of depre- 
ciation, computed on the 6 per cent 
sinking-fund basis, which composited 
to .76 per cent. The defendant com- 
puted annual depreciation expense both 
on the 6 per cent sinking-fund and the 
straight-line bases, and arrived at an- 
nual depreciation expense considerably 
higher than used by the complainants. 
The higher figures used by the de- 
fendant were due principally to the 
fact that the rates of depreciation were 
related to the depreciated reproduction 
cost new of the properties rather than 
the original cost of the properties. We 
have used the original cost of the 
Boulder canyon line as the base for 
testing the reasonableness of the charg- 
es, and, consistently therewith, we be- 
lieve the depreciation rates should be 
related to original cost rather than cost 
of reproduction new. We, therefore, 
have adopted the complainants’ annual 
depreciation expense allowance of $8, 
620. One-half of this amount, or $4,- 
310, is allocable to the complainants. 

[10] There remains the question of 
a fair and reasonable rate of return. 
The defendant and its predecessors 
were financed principally through the 
issuance of bonds, and evidence was 
introduced showing the historical cost 
of money to them. Evidence was also 
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introduced by the complainants show- 
ing costs of money to other electric 
and gas companies. During the period 
the Boulder canyon line was construct- 
ed (1930-1931), the cost of money to 
the Southern Sierras Power Company, 
the predecessor to the defendant which 
constructed the line, was shown to be 
in the neighborhood of 6 per cent. 
Upon consideration of all of the evi- 
dence on this subject in the case at 
bar, we conclude that 6 per cent is a 
fair and reasonable rate of return to 
be allowed the defendant. On a rate 
base of $590,000, the return allowance 
amounts to $35,400. 


To recapitulate, the following com- 
putation reflects our conclusions with 
respect to the amounts properly 
chargeable to the complainants for 
overhead, depreciation, and return: 
Overhead 


Depreciation 
Return 


$42,210 


Upon the record, therefore, we con- 
clude that the payments made by the 
city of Los Angeles to the defendant 
for return, depreciation and overhead 
under Rate Schedule FPC No. 4, to 
the extent that they exceed the amounts 
set out above, are unjust and unrea- 
sonable. 

Rate Schedule FPC No. 4 also pro- 
vides for the payment by the city of 
one-half of the actual cost of all main- 
tenance and operating expenses of the 
Boulder canyon transmission line, sub- 
stations and appurtenances, including 
claims for injuries to persons or prop- 
erty and minor replacements and re- 
newals. It also provides for the pay- 
ment by the city, of one-half of all 
taxes of any kind, direct and indirect, 
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upon the transmission line, substa- 
tions, and appurtenances. In view of 
the fact that these payments are based 
upon actual cost, it does not appear 
to be necessary to undertake an analy- 
sis of the payments made or to fore- 
cast the payments to be made for such 
costs. 

[11] In support of its contention 
that the charges made pursuant to 
Rate Schedule FPC No. 4 are just 
and reasonable, the defendant intro- 
duced into evidence several rate com- 
parisons. We do not, however, be- 
lieve these rate comparisons afford a 
proper basis for determining the rea- 
sonableness of the charges here in- 
volved. 

The complainants urge that we 
should initiate a new two-part rate 
contract consisting of (a) a service 
charge to cover its right to use the 
line up to one-half of its capacity, 
upon reasonable notice, and (b) a 
liberal charge for actual use of the 
line in the transmission of energy. 

We are of the opinion that the 
present record does not provide a suf- 
ficient basis for substituting a new 
type of rate in lieu of the provisions 
of Rate Schedule FPC No. 4, by es- 
tablishing a schedule based upon a 
service charge and a charge for actual 
transmission in the manner advocated 
by the complainants. 


Findings 


Upon consideration of the com- 
plaint and answer, evidence adduced 
of record, and the briefs filed in this 
proceeding, the Commission finds that : 

(1) The Nevada-California Electric 
Corporation owns and operates facili- 
ties subject to the jurisdiction of the 
Commission and it is, therefore, a 
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public utility as defined in § 201(e) of 
the Federal Power Act (16 USCA, 
§ 824) ; 

(2) The city of Los Angeles, Cali- 
fornia, is a municipal corporation, and 
the department of water and power 
of the city of Los Angeles is a depart- 
ment of said municipality and as such 
they are proper parties complainant in 
this proceeding, and authorized to file 
the complaint herein under the provi- 
sions of the Federal Power Act; 

(3) Rate Schedule FPC No. 4 pro- 
vides for rates and charges subject to 
the jurisdiction of this Commission; 

(4) The Commission is empowered, 
in the exercise of the rate-making 
function vested in it by Congress un- 
der the provisions of the Federal Pow- 
er Act, to determine the reasonable- 
ness of the rates and charges contained 
in Rate Schedule FPC No. 4 and to 
revise and modify the contract provi- 
sions contained therein; 

(5) The Commission has jurisdic- 
tion over said Rate Schedule FPC No. 
4 notwithstanding the fact that it is 
alleged that there is not, has not been, 
and may never be any transmission of 
electric energy thereunder ; 

(6) The additions made by the 
Nevada-California Electric Corpora- 
tion at Victorville are not additions 
and betterments within the meaning of 
Rate Schedule FPC No. 4, and the 
complainants are not required to pay 
a return thereon or any portion of the 
expenses of operation or maintenance 
thereof ; 

(7) The transmission line extend- 
ing from Seal Beach to San Bernardi- 
no should be excluded from considera- 
tion in testing the reasonableness of 
the charges made pursuant to Rate 
Schedule FPC No. 4; 
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(8) The cost of rewinding trans. 
formers at Boulder dam is a proper 
addition and betterment within the 
meaning of Rate Schedule FPC No, 4. 
and the complainants should be te. 
quired to pay a return upon one-half 
thereof ; 

(9) The original cost of construc- 
tion of the Boulder canyon line is the 
best evidence of the amount to be 
used in determining the rate base here- 
in as of April 30, 1938; 

(10) The rate base used for the pur- 
pose of testing the reasonableness of 
the charges made under Rate Schedule 
FPC No. 4 should be $566,429, plus 
an amount representing one-half of 
the cost of rewinding transformers at 
Boulder dam, or a total of $590,000: 

(11) The amount of $5,000 repre- 
sents total overhead expense on the 
Boulder canyon line and one-half of 
this amount, or $2,500, is the proper 
portion to be borne by the complain- 
ants ; 

(12) The annual depreciation ex- 
pense on the Boulder canyon line, sub- 
mitted by the complainants, which was 
determined by applying to the cost of 
the various classes of depreciable prop- 
erty rates of depreciation computed 
on a 6 per cent sinking-fund basis and 
compositing to .76 per cent, is adopted 
as a proper annual depreciation allow- 
ance. This allowance amounts to $8,- 
620, one-half of which, or $4,310, is 
properly allocable to the complainants ; 

(13) A fair and reasonable rate of 
return to be allowed to the defendant 
under the provisions of Rate Schedule 
FPC No. 4 is 6 per cent per annum on 
a rate base of $590,000, or a total of 
$35,400 ; 

(14) The payments to be made by 
the complainants under Rate Schedule 
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FPC No. 4, which have been found to 
be reasonable and proper in Findings 
(11), (12), and (13) hereof, are ex- 
clusive of the payments for one-half 
of the actual cost of maintenance, op- 
erating expenses, claims for injuries 
to persons or property, minor replace- 
ments and renewals, and taxes, the 
reasonableness of which said latter 
payments is not a direct issue in this 
proceeding ; 

(15) The payments made by the 


expense under Rate Schedule FPC No. 
4, to the extent that such payments 
exceed the amounts found herein, are 
unjust and unreasonable. 

(16) The present record does not 
warrant the substitution of a 2-part 
rate, consisting of a service charge and 
a charge for actual transmission of 
energy, in lieu of the rates and charges 
provided for in Rate Schedule FPC 
No. 4. 

An appropriate order of the Com- 


mission will be entered in accordance 
with this opinion and findings. 


city of Los Angeles to the defendant 
for return, depreciation, and overhead 
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Re Milwaukee Gas Light Company 


[2-U-1438. ] 


Re Madison Gas & Electric Company 


[2-U-1439. ] 


Intercorporate relations, § 15 — Service contracts — Commission approval — 
Related companies. 
Service contracts between public utility companies and an affiliated service 
company were approved as providing arrangements for determining the 
cost of service rendered in accordance therewith and as reasonable and 
consistent with the public interest. 


Intercorporate relations, § 12 — Jurisdiction of Commission — Service contracts. 


Statement that the reasonableness of the management in requesting serv- 
ices under a contract with an affiliated service company, and the value and 
cost thereof, are subject at all times to the scrutiny of the Commission in 
accordance with § 196.52, Wisconsin Statutes, p. 210. 

Expenses, § 83 — Payments to affiliates — Service contracts. 
Statement by Wisconsin Commission that when it is shown that services 
under a service contract with an affiliated service company are necessary and 
aid the operating company in serving consumers more economically and 
that the charges therefor are reasonable costs, these charges are reasonable 
costs of management, p. 210. 

[October 25, 1939.] 
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— by public utility companies for approval of 
proposed service contracts with affiliated service company; 
granted subject to conditions. 


By the Commission: Under dates 
of January 27 and 28, 1939, the Mil- 
waukee Gas Light Company and the 
Madison Gas and Electric Company 
filed petitions with the Commission re- 
questing approval of identical service 
contracts between themselves and 
United Light and Power Service 
Company. Copies of the proposed 
contracts were submitted with the pe- 
titions for approval. Petitioners also 
asserted that valuable services had 
been received from the Service Com- 
pany since July 1, 1938, and therefore 
requested that the Commission ap- 
prove July 1, 1938, as the effective 
date of the contracts. 


The petitioners represent that Unit- 


ed Light and Power Service Company 
(hereinafter referred to as the Service 
Company) is a Maryland corporation 
and that 100 per cent of its stock is 
owned by United Light and Power 
Company (hereinafter referred to as 


the parent company). The parent 
company through subsidiary holding 
companies, including American Light 
and Traction Company, owns 97 per 
cent of the voting stock of Milwaukee 
Gas Light Company and all of the 
common stock of Madison Gas and 
Electric Company except seven qual- 
ifying shares held by the directors. 
Petitioners assert that the proposed 
service contract is reasonable and con- 
sistent with the public interest; that 
the services proposed to be rendered 
by the Service Company are or may 
be necessary in the conduct of peti- 
tioners’ business; that the services to 
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be rendered are reasonably worth 
more than the charges to be made 
therefor, and are rendered without 
profit to the Service Company; and 
that these services can be rendered to 
petitioners more economically by the 
Service Company than by other agen- 
cies or by the petitioners’ own or- 
ganizations. 


Since the petitioners and the Sery- 
ice Company are affiliated interests 
within the meaning of § 196.52(1), 
Wisconsin Statutes, the proposed con- 
tracts cannot be made effective until 
this Commission issues its written 
approval. A hearing was deemed ad- 
visable and was held in Madison on 
September 19th before Commission- 
er Robert A. Nixon. 


APPEARANCES: Milwaukee Gas 
Light Company, by Bruno Rahn, 
President, Louis Smith, Secretary, 
and Miller, Mack & Fairchild, Mil- 
waukee, by Bert Vandervelde, Attor- 
ney; Madison Gas and Electric Com- 
pany, by John St. John, President, 
and Olin & Butler, Madison, by Rob- 
ert M. Rieser, Attorney; 741 Franklin 
Company; REB Holding Company; 
Linnard Building Co., Inc. ; Ambassa- 
dor Corporation; E. M. Goodman, 
Milwaukee, by E. M. Goodman, At- 
torney; of the Commission Staff: 
C. J. Jasper, Attorney; A. R. Colbert, 
Chief of Accounts and Finance De- 
partment, E. W. Morehouse, Chief 
of Rates and Research Department, 
and H. J. O’Leary, Senior Case In- 
vestigator. 
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In brief, the proposed service con- 
tract provides that, to the extent re- 
quested and whenever requested by 
petitioners, the Service Company will 
render any of the accounting, admin- 
istrative, construction, engineering, 
executive, financial, insurance, new 
business, personnel, purchasing, rate, 
tax, valuation, and other services 
which its organization is equipped to 
furnish. The hasic principle to be 
adopted in determining charges is 
that all costs which without excessive 
effort or expense can be definitely re- 
lated and identified will be charged 
directly to associate companies. In 
addition, the proposed contract out- 
lines in general the methods to be used 
in allocating among specific associates, 
groups of associate operating compa- 
nies, and groups of associate holding 
companies those charges which are not 
assigned directly to such associates. 
The determination of charges to as- 
sociate companies does not contem- 
plate any profit to the Service Com- 
pany nor any return on capital used 
by the Service Company in rendering 
its services. 

As of September 26, 1938, the Se- 
curities and Exchange Commission, 
pursuant to Par. (b) of § 13 of the 
Public Utility Holding Company Act, 
1935 (15 USCA, § 79m) issued an 
order in which approval was granted 
to the Service Company to conduct its 
business as a subsidiary Service Com- 
pany, subject to certain conditions 
enumerated in the order. 

The presidents of the respective op- 
erating companies testified at the hear- 
ing with respect to the need for the 
various services available from the 
Service Company. Both witnesses 
testified that the proposed contract 
[14] 
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would make available, upon demand, 
expert services provided by the Serv- 
ice Company, thereby relieving the 
operating companies of the burden of 
maintaining additional expert person- 
nel whose services would not be fully 
utilized. They also testified that in 
view of past experience and in view of 
the provisions of the proposed con- 
tract it appeared that the cost to the 
operating companies would be less 
than if equivalent services were se- 
cured from other sources. 

In behalf of the Service Company, 
one of its officers testified that the 
Service Company maintained a highly 
trained and expert personnel whose 
experience in rendering service to the 
fifty-five operating and holding com- 
panies in the United Light and Power 
System made them especially valuable 
in rendering service to individual as- 
sociates. The witness also pointed out 
that by maintaining one group of ex- 
perts for the entire group of asso- 
ciates, their services would be almost 
constantly utilized and there would be 
no necessity for the “loading” of 
charges to take into account slack pe- 
riods. There was also offered on be- 
half of both the petitioners and the 
Service Company certain exhibits pre- 
pared by the Service Company show- 
ing the allocation of Service Company 
charges for the year ending June 30, 
1939. Subsequent to the hearing, at 
the request of the Commission, the 
Service Company submitted a further 
breakdown of charges for the same 
period. ; 

These data show that for the year 
ending June 30, 1939, the following 
percentage distribution of charges was 
obtained : 
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(1) Distribution of charges between holding 
and operating companies 
Direct charges 
Group charges 
Administration 


(2) Per cent of various classifications of 
charges to the total charges 


Direct charges 


SLO MGRAERES cise coches kk aiowewelnwmns 


Administration 


While the proposed contract sets 
forth in some detail the various meth- 
ods to be used in ascertaining the 
charges applicable to individual asso- 
ciates, it is nevertheless true that 
charges other than direct charges may 
vary considerably from time to time. 
Under the circumstances and in view 
of the broad powers conferred upon 
the Commission under § 196.52, Wis- 
consin Statutes, we are inclined to re- 
gard the contracts at issue merely as 
commitments on the part of the peti- 
tioners to exercise options to take such 
services from the Service Company 
as the management of the operating 
companies may deem necessary from 
time to time. The reasonableness of 
the management in requesting such 
services, and the value and cost there- 
of, are subject at all times to the scru- 
tiny of the Commission in accordance 
with § 196.52. So far as the Service 
Company is concerned the contract 
represents a commitment to render to 
associates, when requested, the various 
services enumerated therein and also 
provides the framework for the deter- 
mination of charges to associates for 
services rendered. 


E. N. Goodman, representing cer- 
tain objectors, took the position, as 
we understand the purport of his ques- 
tions, that since these contracts were 
with an affiliated service company, 
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they were not the result of arm’s- 
length dealings, and hence that the 
charges made for services thereunder 
should not be approved as proper 
items of operating expenses to be re- 
covered out of rates paid by consum- 
ers. When it is shown that the serv- 
ices are necessary and aid the op- 
erating company in serving consum- 
ers more economically and that the 
charges therefor are reasonable costs, 
we are of the opinion that these 
charges are reasonable costs of man- 
agement. The information required 
by the Commission and the conditions 
herein ordered are designed to insure 
compliance with this principle. 


Finding 

The Commission finds: 

That satisfactory proof has been 
submitted that the proposed contracts 
provide arrangements for determining 
the costs of service rendered in accord- 
ance therewith and that said contracts, 
subject to the conditions herein or- 
dered, are reasonable and consistent 
with the public interest. 


ORDER 


It is therefore ordered: 

That the proposed contract between 
Milwaukee Gas Light Company and 
United Light and Power Service Com- 
pany, and the proposed contract be- 
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tween Madison Gas and Electric Com- 
pany and United Light and Power 
Service Company, both contracts to 
be effective as of July 1, 1938, be and 
are hereby approved subject to the 
following conditions : 

1. Approval of the contracts under 
consideration shall not be construed 
as constituting approval of any pay- 
ments made thereunder in this or any 
other proceeding before this Commis- 
sion. 

2. With respect to any and all pay- 
ments made to the Service Company, 
the petitioners shall, upon request of 
the Commission, furnish: 

(a) Proof that the services per- 
formed were necessary and beneficial 
to the petitioners and were not avail- 
able within petitioners’ own organiza- 
tions. 

(b) Proof that the amount charged 
or paid for services is not in excess 
of the cost of equivalent services from 
sources other than the Service Com- 
pany. 

(c) Evidence of the cost to the 
Service Company of any service per- 
formed for or in behalf of petition- 
ers. 

3. Upon request of the Commis- 
sion, the petitioners shall furnish or 


cause to be furnished to the Commis- 
sion, reports of the Service Company 
to the Securities and Exchange Com- 
mission and other periodic statements 
of the Service Company showing in 
detail the nature and extent of all 
work performed directly for petition- 
ers, and details of cost allocations used 
in assigning charges to holding com- 
pany and operating company associ- 
ates and groups of associates. Such 
statements shall list the groups of as- 
sociates, the members thereof, and the 
basis of group classification. 

4. Petitioners shall notify the Com- 
mission immediately of any changes 
or amendments in the contract or 
method of cost allocation which will 
appreciably affect the extent of the 
services or the cost or charges there- 
for furnished to the petitioners. 

5. The Commission reserves juris- 
diction to dissallow payments by peti- 
tioners for any services rendered or 
alleged to have been rendered by the 
Service Company unless the petition- 
ers, after notice from the Commission, 
furnish or cause to be furnished free 
and ready access to the accounts and 
records of the Service Company for 
the purposes of audit and inspection 
by authorized members of the Com- 
mission’s staff. 





WISCONSIN PUBLIC SERVICE COMMISSION 


Re Wisconsin Michigan Power Company 


[CA-1098, 2-W P-437.] 


Public utilities, § 14 — Tests of status — Eminent domain rights — Submission 
to taxation — Judicial decision, 


1. A power company, successor in title to a company which asserted its 
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status as a public utility and exercised the right of eminent domain as such 
and also made reports to the Commission and submitted to taxation, with- 
out any public body specifically deciding the status of the company when 
the issue as to such status was clearly raised, was held not to be a public 
utility under the provisions of Chap. 196, Statutes, following a decision by 
the state supreme court that the company was not a public utility within the 
meaning of the statutes relating to taxation, p. 213. 


Consolidation, merger, and sale, § 13 — Property acquisition — Nonutility prop- 
erty — Necessity of consent. 


2. No approval under the provisions of § 196.80, Statutes, is required 
for the consolidation of a dam and hydroelectric plant with the property 
of a power company when the property to be acquired is owned by a com- 
pany which is not a public utility, p. 213. 


Consolidation, merger, and sale, § 62 — Approval or disapproval — Issues pre- 
sented — Possible acquisition by cooperatives. 


3. No issue is before the Commission as to the comparative advantages of 
purchase of electric facilities by a public utility company on the one hand 
and by a cooperative organization on the other, in a proceeding by the com- 
pany to obtain Commission approval of the acquisition, when the codpera- 
tive has no power of eminent domain to acquire the property, the co- 
Operative is not subject to the jurisdiction of the Commission, the record 
is devoid of any showing of a commitment by the present owner to sell to 
the codperative, and there is a mere suggestion that if the present acquisition 
cannot be approved the owner might be willing to sell to the codperative, 
p. 214 


Consolidation, merger, and sale, § 25 — Approval or disapproval — Rights of 
customers of seller. 


4. Consideration must be given to the interests of customers being served 
by an electric company, in determining whether the sale of its property 
to an electric utility company should be approved, since if these customers 
are to be left without service in the future, it is doubtful that public con- 
venience and necessity is established for the acquisition, p. 215. 


Service, § 117 — Duty to serve — Rights of customers — Codperatives and mu- 
nicipalities. 


5. Codperatives and municipalities desiring service from a public utility 
holding itself out to serve the territory are to be considered as any other 
customer of that utility and as such are entitled to receive service, p. 215. 


Accounting, § 13 — Original cost — Property purchased from nonutility. 


6. An accounting rule that original cost as applied to utility plant means 
the cost of property to the person first devoting it to the public service 
should not be construed to apply to a public service other than that of a 
public utility; consequently, a power plant acquired by an electric utility 
from a nonutility company is not to be treated as property devoted to a 
public service prior to acquisition by the utility company, p. 216. 


[October 31, 1939.] 
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F  arocwar by electric power company for approval of addi- 

dition of power plant of another company to its system 

and of the operation thereof, and for determination of proper 

entry in applicant’s books of account, together with application 

for certificate of public convenience and nececssity; acquisition 

of property approved, certificate granted, and accounting pre- 
scribed. 


By the Commission: On May 9, 
1939, Wisconsin Michigan Power 
Company applied to the Commission 
for its consent and approval of the 
addition of the Union Falls dam and 
hydroelectric plant of the Oconto 
River Power Company in Oconto 
Falls to its generating system and of 
the operation thereof, and for de- 
termination of the proper entry in ap- 
plicant’s books in Account No. 104. 
(CA-1098.) This application was 
made pursuant to the requirements of 
§ 196.49, Statutes, and the Commis- 
sion’s general order in Docket 2—U- 
20. The application also contem- 
plates that if the Commission should 
hold that the Oconto River Power 
Company is a public utility within the 
meaning of Chap. 196, Statutes, the 
approval of the consolidation be given 
under the provisions of § 196.80, 
Statutes. 

On May 9, 1939, the Wisconsin 
Michigan Power Company filed an 
application for a certificate of public 
convenience and necessity authorizing 
the acquisition and use of the Union 
Falls dam and hydroelectric plant of 
the Oconto River Power Company 
on the Oconto river under the provi- 
sions of § 31.15, Statutes. (2-WP- 
437.) In the latter case, notice of 
hearing was given in accordance with 
the provisions of § 31.16 and proof 
of publication and mailing of notice 
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as required by said section was made 
at the time of the hearings. 
Hearings: June 14, June 28 be- 
fore Examiner Samuel Bryan; July 6 
before Examiner C. J. Jasper; and 
August 18, 1939, at Madison before 
Commissioner Robert A. Nixon. 


APPEARANCES: Wisconsin Mich- 
igan Power Company, by James D. 
Shaw, Attorney, Milwaukee; Oconto 
River Power Company, by H. W. 
Eslein, Oconto Falls; Oconto Electric 
Codperative, by Norris E. Maloney, 
Attorney, Madison; Floyd E. Wheel- 
er, Attorney, Madison; Milton R. 
Mehlhouse, Attorney, Madison; Sen- 
ator Michael Kresky, Green Bay (ap- 
pearing as a friend of the coopera- 
tive). City of Oconto Falls, by E. J. 
Shellman, Mayor, W. J. Munsert and 
Edward N. Ama, members of council, 
Oconto Falls; George C. Berteau, At- 
torney, Madison. 

Of the Commission staff: George 
P. Steinmetz, chief public service en- 
gineer ; Ralph E. Purucker, engineer- 
ing manager; E. W. Morehouse, di- 
rector rates and research division; 
Warren Oakey, valuation engineer. 


1. Status of Oconto River Power 
Company 
[1, 2] The Oconto River Power: 
Company is a successor in title of the 
Union Falls Power Company and the 
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Union Manufacturing Company. The 
Union Manufacturing Company as- 
serted its status as a public utility and 
exercised the right of eminent domain 
as such (Union Mfg. Co. v. Spies 
(1923) 181 Wis 497, 195 NW 326). 
It also made reports to the Railroad 
Commission, predecessor of the Pub- 
lic Service Commission, and for a few 
years to the Public Service Commis- 
sion, and submitted to taxation under 
the provisions of Chap. 76, Statutes, 
as a public utility. In the Spies Case, 
above cited, the issue was one unre- 
lated to the question as to whether 
the operation of the applicant was 
actually such as to constitute it a pub- 
lic utility. The various activities of 


the Oconto River Power Company and 
its predecessors which indicated a 
claim of public utility status were gen- 
erally engaged in without any public 
body specifically deciding the status 


of the company when the issue as to 
such status was clearly raised. On 
June 2, 1936, the supreme court hand- 
ed down an opinion in Union Falls 
Power Co. v. Oconto Falls, 221 Wis 
457, 265 NW 722, wherein it specif- 
ically held that this company is not 
a public utility within the meaning of 
Chap. 76, Statutes, relating to taxa- 
tion. Since that date the Public Serv- 
ice Commission has declined to take 
jurisdiction of an application relating 
to the activities of said company hold- 
ing that the same is not a public utility 
because of said supreme court decision. 
While the definition of a light, heat, 
and power company contained in § 
76.02 (8), Statutes, is not identical 
with the definition of a public utility 
in § 196.01, Statutes, we adhere to 
our former decision to the effect that 
the decision of the supreme court above 
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cited precludes classification of the 
Oconto River Power Company as a 
public utility under the provisions of 
Chap. 196, Statutes. It follows that 
no approval under the provisions of 
§ 196.80, Statutes, is required. 


2. Status of Codperative 


[3] The Oconto Electric Coépera- 
tive intervened in opposition to the 
application. The testimony shows 
that the cooperative now desires to 
purchase the plant in question and that 
it has obtained a promise of Federal 
aid in making such a purchase. It 
urges that in this proceeding the Com- 
mission must weigh the benefits to 
the public which would accrue by rea- 
son of the proposed purchase of this 
dam by the cooperative against the 
public benefits which would accrue by 
the proposed acquisition on the part 
of the Wisconsin Michigan Power 
Company. It is admitted that under 
the statutes the cooperative has no 
power of eminent domain to acquire 
such property against the will of the 
owner. It is further admitted that the 
cooperative is not subject to the juris- 
diction of the Public Service Commis- 
sion. The record is devoid of any 
showing which positively commits the 
present owner of the property to sell 
to the codperative in the event that 
the present application of the Wiscon- 
sin Michigan Power Company should 
be denied. There is a mere suggestion 
that if the present acquisition cannot 
be approved the company might be 
willing to sell to the codperative. 

The codperative was permitted to 
intervene and to present testimony and 
argument at length with the thought 
that such testimony and argument 
might have some bearing upon the is- 
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sues of public convenience and neces- 
sity which are before the Commission 
in this proceeding. To the extent that 
they bear upon those issues such testi- 
mony and argument have been given 
consideration. However, we are of 
the opinion that there is no issue be- 
fore the Commission as to the com- 
parative advantages of purchase by the 
applicant, on the one hand, and by 
the cooperative, on the other hand. 


3, Public Convenience and Necessity 


The only issue before the Commis- 
sion in these proceedings is whether 
the proposed acquisition by the Wis- 
consin Michigan Power Company is 
required by public convenience and 
necessity. 

It is deemed unnecessary to review 
in detail the technical testimony of- 
fered with respect to the advantages 
of interconnecting the plant in ques- 
tion with the electrical system of the 
applicant company. In general it was 
shown that while the plant as at pres- 
ent operated might in the future prove 
insufficient during low water periods 
to provide necessary firm power to 
supply the two customers now served 
such deficiency would be eliminated by 
connection with the applicant’s sys- 
tem. 

Because the applicant has access to 
large supplies of steam-generated pow- 
er in addition to its hydroelectric 
power by reason of an operating agree- 
ment with the Wisconsin Electric 
Power Company, an affiliated com- 
pany, it would be possible for it to 
utilize such available power during the 
off-peak periods so as to save the water 
power at the Oconto Falls plant for 
use during peak periods. This type 
of operation would apparently result 
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in more dependable service and a more 
complete and efficient utilization of the 
power at the Oconto Falls dam. It 
was also shown that the proposed ad- 
dition of this plant to the applicant’s 
system would make unnecessary cer- 
tain additions to plant which would 
otherwise be necessary in order prop- 
erly to take care of the present and 
prospective load. The cooperative 
and the city of Oconto Falls are the 
customers now being served by the 
existing plant. 

The applicant has indicated of rec- 
ord that no change resulting in an 
increase of rates is contemplated in 
the existing contract between the 
Oconto Falls Power Company and 
these customers. The evidence fur- 
ther indicates that these customers 
would have made available to them a 
more dependable supply of power for 
the present needs and for the possible 
increase in the use of power. 


[4, 5] Some question has been 
raised as to the possibility of ap- 
plicant declining to furnish energy to 
the municipality and the cooperative 
after the expiration of existing con- 


tracts. In determining the issue of 
public convenience and necessity, con- 
sideration must be given to the inter- 
ests of the customers now being served 
by the Oconto River Power Company. 
If these customers are to be left with- 
out service in future, it is doubtful 
that public convenience and necessity 
is established for this acquisition. It 
has been our policy, and we so in- 
terpret the law, that cooperatives and 
municipalities desiring service from 
a public utility holding itself out to 
serve the territory are to be considered 
as any other customer of that utility 
and as such are entitled to receive serv- 


32 PUR(NS) 





WISCONSIN PUBLIC SERVICE COMMISSION 


ice. Consequently, in finding that the 
acquisition of the plant and property 
of the Oconto River Power Company 
by the applicant is required by public 
convenience and necessity, we consider 
that the two customers mentioned will 
be entitled to receive service in the 
future from the applicant. To hold 
otherwise would mean that two sub- 
stantial customers—members of the 
public—might be materially injured 
by the consummation of this acquisi- 
tion. 

The city of Oconto Falls intervened 
but offered no testimony. The record 
indicates that the city’s position with 
respect to possible acquisition of the 
plant in the future would be strength- 
ened rather than weakened by the ap- 
proval of the proposed acquisition in- 
asmuch as this property would then 
assume public utility status and be 
subject to purchase by the municipality 
under the provisions of Chap. 197, 
Statutes, in addition to any existing 
right of purchase by voluntary agree- 
ment. 

The proposed acquisition is to be 
at the price of $90,000 for the hydro- 
electric plant and also certain lands 
valued at $4,929 not necessary for the 
project. This price is materially less 
than the original cost of the property. 
The evidence and the independent in- 
vestigation of the Commission’s en- 
gineers indicate that this price is not 
excessive. No serious question was 
raised by the interveners as to the pro- 
priety of the purchase at the figure 
named. In fact it was indicated that 
the codperative was ready to proceed 
with negotiations to purchase at a simi- 
lar price. The evidence also indicates 
that the applicant is financially able to 
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acquire and utilize the property for the 
purposes above indicated. 


4. Accounting Entries 


[6] Under definitions in the Uni- 
form System of Accounts for Electric 
Utilities (Classes A and B), item 26 
reads as follows: “ ‘Original cost,’ as 
applied to utility plant, means the cost 
of such property to the person first 
devoting it to public service.” 

The applicant claims that irrespec- 
tive of whether or not the Oconto Riv- 
er Power Company is a public utility 
within the meaning of Chap. 196, 
Statutes, it is, and its predecessors 
were, devoting this property to a pub- 
lic use within the meaning of the above 
accounting rule since the dam was first 
placed in operation. In support of 
this claim it cites Wisconsin Traction, 
Light, Heat & P. Co. v. Green Bay & 
M. Canal Co. (1925) 188 Wis 54, 205 
NW 551. It desires to show on its 
books the original cost of this proper- 
ty to its predecessor in title rather 
than the present purchase cost. 

The entry of the original cost on 
the books of the applicant company 
with the proper adjustments which 
would be made under the Commis- 
sion’s system of accounts would not 
result in any different situation as to 
the valuation of this company’s prop- 
erty for rate-making purposes than 
would exist if only the present pur- 
chase price of $90,000 should be en- 
tered. However, we are of the opin- 
ion that Par. 26 above quoted should 
not be construed to apply to a public 
service other than that of a public 
utility. 

For example, if the company should 
acquire an old school building, the use 
of which had been discontinued by the 
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school board, to remodel for an office 
building, it is obvious that the entry 
of the original cost of that school 
building which was clearly devoted to 
a public service would have no material 
bearing or value in connection with 
regulation of public utility accounts. 

Numerous other illustrations read- 
ily suggest themselves. We are of the 
opinion, therefore, that the plant and 
property subject to this acquisition 
proceeding were not devoted to a pub- 
lic service within the meaning of Par. 
26 above quoted prior to acquisition 
under this proceeding. 


Findings 


The Commission finds : 

1. That the proposed acquisition by 
the applicant of the Union Falls dam 
and the hydroelectric plant of the 
Oconto River Power Company and 
the interconnection of said plant with 
its electrical system will not substan- 
tially impair the efficiency of the serv- 
ice of such public utility ; will not pro- 
vide facilities unnecessarily in excess 


of the probable future requirements ; 
and will not when placed in operation 
add to the cost of service without pro- 
portionately increasing the value or 
available quantity thereof. 


2. That said acquisition and the use 
of such property in connection with 
the business of the applicant for the 
purposes and at the price set forth in 
the application would be a public con- 
venience; that the applicant possesses 
the financial ability to utilize the prop- 
erty for such purposes ; that public ne- 
cessity requires such acquisition and 
use ; and that the procedural conditions 
as to the contents of the application, 
notice of hearing, publication, and 
mailing of the same, etc., required by 
§§ 31.15, 31.16, and 31.17, Statutes, 
have been complied with. 

3. That the Oconto River Power 
Company is not a public utility, and 
that said property will be first devoted 
to a public use within the meaning of 
the Uniform System of Accounts up- 
on its acquisition by the applicant pub- 
lic utility. 





COLORADO PUBLIC UTILITIES COMMISSION 


Re F. C. Purvis 


[Application No. 5159-PP, Decision No. 14294.] 


Monopoly and competition, § 103 — Adequacy of existing service — Impairment 


of service — Burden of proof. 


Lack of proof of inadequacy of existing carrier service alone would not 
justify the denial of an application for a certificate to operate, but it must 
appear that the efficiency of such common carrier operation will be impaired 
by the granting of such certificate, and such showing should be made by 


the protestants. 


[November 10, 1939.] 
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 aehemtant for permit to operate as a private carrier by 
motor vehicle for hire and motion made to dismiss applica- 
tion; application granted and motion denied. 


APPEARANCES: F. C. Purvis, Las 
Animas, pro se; John P. Beck, Den- 
ver, for the Colorado Trucking Asso- 
ciation, Las Animas Transfer Compa- 
ny, Fowler Transportation Company, 
John Green, Joseph H. Lee, Silvers 
Truck Service, and Manzanola Trans- 
fer Company; Ray B. Danks, Denver, 
for the Motor Truck Common Car- 
riers Association, Dallas Transfer and 
Storage Company, and Jackson Trans- 
fer and Storage Company; A. J. 
Fregeau, Denver, for Weicker Trans- 
portation Company. 


By the Commission: By the in- 
stant application, authority is sought 
to transport melons, loose hay, grain, 
and onions, from and to points within 
a radius of 25 miles of Las Animas, 
with occasional trips to Denver with 
melons. 


The applicant stated that he was a 
farmer, and intended to continue to 
follow the farming business, but pos- 
sessed a Ford truck and wanted to be 
in a position to use it, rendering a sea- 
sonal service transporting melons, 
loose hay, grain and onions, during the 
harvest season, only; that melons, 
grain, and onions moved from fields 
within a 25-mile radius of Las Animas 
to storage, loading points, and markets 
therein, and loose hay to feed lots and 
mills therein; that he proposed no 
town-to-town movement of any kind; 
that at the present time there was 
plenty of trucks to take care of any 
public demand in this territory; that 
he had no customers at this time and 
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no need for a permit this year, but felt 
that in normal years—probably next 
year if they had a good crop—there 
would not be sufficient authorized car- 
riers to meet the public demand. The 
applicant stated further that he knew 
of no complaint whatever being made 
of the service rendered by authorized 
carriers, but made this application in 
contemplation of the need arising, paid 
his $5 filing fee, and while, at the pres- 
ent time, he did not need the permit, 
he felt that he would like to go through 
with it, and if authority were granted, 
it would put him in a position to meet 
future demands when the same oc- 
curred. 

The applicant being advised that in- 
asmuch as he had no customers, and no 
need for the permit at the present time, 
it might be assuming some unneces- 
sary burden to keep the permit in good 
standing even though it were granted. 
However, the applicant stated that the 
part of his application referring to oc- 
casional trips to Denver might be elim- 
inated and the remaining portion of 
his application take the usual course. 

At the conclusion of the applicant’s 
testimony, John P. Beck moved that 
the application be dismissed, inasmuch 
as the applicant had no contracts with 
customers, no business in sight, and 
had made no showing to support the 
granting of the authority as sought, 
and further, that the applicant had ac- 
knowledged there was adequate car- 
rier service available. 

Mr. Beck’s contention as to lack of 
proof of inadequacy of common car- 
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rier motor vehicle service, is correct, 
but such deficiency alone would not 
justify denial of this application. It 
must appear that the efficiency of such 
common carrier operations will be im- 
paired by the granting of the author- 
ity sought, and usually that fact can 
best be established by protestants. 

See Re Boller (1939) Application 
No. 4216-PP-B, Decision No. 13149; 
Re Logan (1939) Application No. 
4886-PP, Decision No. 13151. 

After a careful consideration of the 
record and the testimony given at the 


hearing, the Commission is of the 
opinion, and finds, that while the ap- 
plicant herein has failed to show in- 
adequacy of authorized carrier service 
to take care of the transportation needs 
as mentioned in his application, prot- 
estants failed to make any showing 
that to grant the authority sought 
would impair the service of present au- 
thorized carriers to a degree where 
they could not maintain the present ef- 
ficient services, and without this show- 
ing, the motion to dismiss should be 
denied and the application granted. 





ARKANSAS DEPARTMENT OF PUBLIC UTILITIES 


Re Louisiana Nevada Transit Company 


[Docket No. 333.] 


Certificates of convenience and necessity, § 88 — Measure of necessity — Desire 


for service. 


1. One measure of the convenience and necessity of a proposed utility 
service is the desire of the public for that service, p. 228. 


Monopoly and competition, § 34 — Public interest — Factors considered. 
2. The Commission, in passing upon an application for authority to furnish 
utility service in an area already being served, must decide the question of 
what is in the public interest on the circumstances existing at the time of 


the proposed competition, p. 232. 


Monopoly and competition, § 48 — Effect of rate offer. 
3. The offer of a gas company to meet competition by a company applying 
for authority to furnish service at lower rates should not alter the decision 


on the application, p. 232. 


Monopoly and competition, § 40 — Effect of rate investigation — Stipulation as 


to refund. 


4. Neither the pendency of an investigation of an existing gas company 
by the Commission nor the existence of a stipulation providing for refunds 
if rate reductions are established in the amount stipulated should affect the 
Commission’s decision on an application by another company for authority 
to furnish service at lower rates, p. 232. 


Security issues, § 99 — Capitalisation — Bonds and stock. 


5. A public utility without an earned income record should not be capital- 
ized on a basis whereby only $1,000 is acquired through the issuance of 
common stock and $499,000 through mortgage notes, p. 233. 
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Security issues, § 99 — Financing plan — Fixed charges — Relation to total in- 
vestment. 

6. The financial plan of a public utility should be constructed so that its 

annual fixed charges of interest and amortization of its borrowed capital 

will not exceed 6 per cent of its total investment in its property, p. 233, 


Return, § 101 — Reasonableness — Natural gas. 


7. Estimated returns of from 12.4 per cent to 19.7 per cent on property of 
a natural gas company are far in excess of a fair rate of return, p. 235. 


Certificates of convenience and necessity, § 73 — Conditions — Rate proposals — 
Refund of excess earnings. 

8. A certificate of convenience and necessity authorizing construction and 
operation of a natural gas system under rate proposals which might produce 
excessive earnings, where the accuracy of estimated earnings has not yet 
been tested by experience, should contain the condition that the company 
shall refund to customers one-half of all earnings during the first year of 
operations which the Department may find to be in excess of a fair return, 
p. 235. 


(MEHLBURGER, Commissioner, dissents.) 


[December 22, 1939.] 


Sagem for certificate of convenience and necessity to 
construct and operate a natural gas pipe-line system and 
for approval of security issues; granted subject to conditions 


APPEARANCES: W. T. Anglin, and 
W. A. Delaney, Jr., for Louisiana Ne- 
vada Transit Company; William C. 
Fitzhugh, J. Merrick Moore, and 
James B. Henderson, for Arkansas 
Louisiana Gas Company; Ed F. Mc- 
Faddin, and L. Carter Johnson, for 
city of Hope and Hope Brick Works. 


Statement 


By the Commission: This case 
arises from an application of a newly 
organized natural gas corporation for 
a certificate of convenience and neces- 
sity to construct a natural gas trans- 
mission line and render a public utility 
service in an area in which another 
natural gas public utility operates. The 
applicant company has contracts to 
serve three large industrial customers 
which are now served by the existing 
gas utility. The new company offers 
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to serve four towns not now receiv- 
ing gas service and other customers 
accessible to its system. The appli- 
cant company proposes to serve at 
rates substantially lower than those 
prevailing at the time the application 
was filed. 

The Louisiana Nevada Transit 
Company, a Nevada corporation, li- 
censed to do business in the state of 
Arkansas, hereinafter referred to as 
the applicant company, filed with the 
Department on March 20, 1939, an 
application for a certificate of con- 
venience and necessity to construct, 
maintain, and operate a natural gas 
pipe line from Cotton valley field in 
northern Louisiana to the Ideal Ce- 
ment Company at Okay, Arkansas. 
This application described the proposed 
construction, the gas reserves avail- 
able to the line, the rate at which the 
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cement company located at Okay was 
now being supplied and the rate pro- 
posed by the applicant company. The 
application included a copy of the ar- 
tides of incorporation, specifications 
for the construction of the pipe line, 
copy of the contract for the construc- 
tion of the pipe line, copy of the con- 
tract for the supply of gas, a descrip- 
tion of the leases of the gas supplier 
in the Cotton valley field in Webster 
Parish, Louisiana, and an estimate of 
the cost of the line. 

The Louisiana Nevada Transit 
Company also filed on March 20, 1939, 
an application for permission to exe- 
cute a mortgage upon the property of 
the company. This application shows 
that the applicant company had entered 
intoa contract with T. R. Jones, a pipe- 
line contractor of Dallas, Texas, for 
the construction of its lines, gather- 
ing system and metering system, and 
that the contractor had agreed to de- 
liver said system to the applicant com- 
pany free and clear of all liens and en- 
cumbrances, except the mortgage men- 
tioned above. It is proposed that 
mortgage notes will be executed for 
the payment of the property, details 
of which are to be found in the finan- 
cial section of this order. 

The Arkansas Louisiana Gas Com- 
pany, hereinafter referred to as the 
Intervener Gas Company, filed on July 
28, 1939, a petition of intervention to 
the application of the Louisiana Ne- 
vada Transit Company. This peti- 
tion was allowed. The Intervener Gas 
Company states that it owns and oper- 
ates an integrated natural gas system 
producing, transporting, and distrib- 
uting natural gas in Arkansas, Louisi- 
ana, and Texas, and that the applicant 
company proposes to serve a part of 
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the territory and industries now served 
by the Intervener Gas Company. The 
petitioner further denies the allega- 
tions in the application of the Lou- 

isiana Nevada Transit Company. 
The applicant company filed on 
August 3, 1939, an amendment to its 
application of March 20, 1939, stat- 
ing that since the filing of the original 
application the Federal Power Com- 
mission on July 18, 1939 (30 PUR 
(NS) 40), granted the applicant com- 
pany a limited certificate of public 
convenience and necessity for the con- 
struction of its proposed line; that this 
certificate authorized the applicant 
company to construct a natural gas pipe 
line from the Cotton valley field, in 
Webster Parish, Louisiana, to Okay, 
in Howard county, Arkansas, and to 
the city of Hope, Arkansas; that the 
original application did not include an 
extension to the city of Hope, Arkan- 
sas, and that the need for the exten- 
sion arises by reason of fuel contracts 
between the applicant company and the 
city of Hope, Arkansas, for its Mu- 
nicipal Light and Water Plant, and 
with the Hope Brick Works; that the 
applicant company will furnish natural 
gas to both parties at the same rate it 
proposes to furnish the cement com- 
pany at Okay. The applicant company 
proposes additional construction of a 
6-inch line from a point on its main 
line to the city of Hope, a distance of 
approximately 12 miles. The addi- 
tional construction has been incorpo- 
rated in the contract with T. R. Jones. 
The amended application contains a 
copy of the limited certificate granted 
by the Federal Power Commission, a 
copy of the contract with the city of 
Hope for its Water and Light Plant, 
a copy of the contract with the Hope 
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Brick Works, and an estimate of the 
cost of constructing the additional 
lines. 

The applicant company also filed, on 
August 3, 1939, an amendment to its 
application to execute a mortgage. It 
is requested in the amendment that the 
cost of constructing the extension to 
Hope be included in the proposed 
original notes and mortgage, to be paid 
in the manner provided in the applica- 
tion of March 20, 1939. 

The applicant company filed with 
the Federal Power Commission on 
January 2, 1939, an application for a 
certificate of convenience and necessity 
to construct, maintain, and operate a 
natural gas line from Cotton valley 
field to the Ideal Cement Company’s 
plant at Okay, Arkansas. The Arkan- 
sas Louisiana Gas Company filed an 
intervention before the Federal Power 


Commission opposing the granting of 


the certificate. Hearings were held by 
the Federal Power Commission. This 
Department, while not a party to the 
proceedings, was represented during 
the entire hearing. The Federal Pow- 
er Commission, on July 12, 1939, en- 
tered its order granting the applicant 
company a limited certificate of con- 
venience and necessity. The Depart- 
ment, upon receipt of a copy of this 
order, notified the applicant company, 
the Arkansas Louisiana Gas Company, 
the Ideal Cement Company, the 
mayors of Hope, Saratoga, Fulton, 
Bradley, and the community of Mc- 
Nab, Arkansas, that a hearing would 
be held in the offices of the Department 
on August 7, 1939, in regard to the 
application. The hearing was begun 
on August 7th and continued from 
that date through August 15, 1939. 
At the conclusion of the hearing the 
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Department heard oral argument, 
Briefs were filed by the applicant com- 
pany, the Intervener Gas Company, 
the city of Hope, and the Hope Brick 
Works. 


Prior to the date of hearing the ap- 
plicant company and the Intervener 
Gas Company filed on July 29, 1939. 
a stipulation agreeing that the tran- 
script of testimony and exhibits sub- 
mitted before the Federal Power Com- 
mission be made a part of the record 
before this Department. 

The city of Hope, on August 5, 
1939, and the Hope Brick Works, on 
August 7, 1939, filed petitions to in- 
tervene. These petitions were allowed. 

A copy of the transcript, including 
the exhibits presented before the Fed- 
eral Power Commission, was intro- 
duced by reference and made a part 
of the record before the Department. 
The agreement to incorporate the Fed- 
eral Power Commission record did not 
prevent either of the parties from re- 
calling witnesses who testified before 
that Commission. It was also agreed 
that objections raised to the statements 
of witnesses, exhibits or other matters 
before the Federal Power Commis- 
sion, should be considered by the De- 
partment, but should be passed on with 
reference to the Arkansas law rather 
than the Natural Gas Act which gov- 
erned the Federal Power Commission 
hearing. 

The Department in the hearing re- 
quested, without objection from the 
Intervener Gas Company, several ad- 
ditional exhibits from the applicant 
company, to be filed within a reason- 
able time after the hearing. In re- 
sponse to this request Applicant’s Ex- 
hibits 65 and 66 were filed on Septem- 


222 





RE LOUISIANA NEVADA TRANSIT CO. 


ber 4, 1939, and 67, 68, 69, and 70 
were filed on October 24, 1939. 

The Department, with the consent 
of all parties to the hearing, stated that 
it would direct its engineering division 
to have tests made of the B.T.U. content 
of gas from the Cotton valley field and 
from the lines of the Intervener Gas 
Company. These tests were complet- 
ed after the taking of testimony in 
this case. The engineering report, dat- 
ed October 16, 1939, on these tests was 
sent to all parties to this case. 

This order contains a majority and 
a minority opinion. The Commis- 
sioners believed that although they 
were unable to agree in the opinion, 
they should agree on a statement of 
the facts as presented in this case. The 
following statement has been agreed 
upon: 


Facts 
Parties to the Case 


(A) The Louisiana Nevada Tran- 
sit Company is authorized in its ar- 
ticles of incorporation, executed De- 
cember 8, 1938, to engage in all activi- 
ties necessary and incident to the pro- 
duction, purchase, transportation, and 
distribution of natural gas, as well as 
other activities not necessary to con- 
sider in this order. The total amount 
of authorized capital stock of the cor- 
poration is one thousand shares with- 
out par value. Directors of the corpo- 
ration are J. O. Hensler, J. H. Mc- 
Clure, and Vernon Roberts, all of 
Ada, Oklahoma. The capital stock is 
nonassignable and nonassessable and 
the articles of incorporation cannot be 
amended in this particular. 

(B) The Arkansas Louisiana Gas 
Company is a corporation organized 
under the laws of the state of Dela- 
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ware, authorized to do and doing busi- 
ness in the states of Arkansas, Louisi- 
ana, and Texas with its principal oper- 
ating office in Shreveport, Louisiana. 
The company owns and operates an 
integrated natural gas system produc- 
ing, transporting, and distributing nat- 
ural gas through a pipe-line system in 
excess of 1,500 miles of main line, 
serving 62 communities with approxi- 
mately 44,000 consumers in the state 
of Arkansas, 23 communities with ap- 
proximately 28,000 consumers in the 
state of Louisiana, and 18 communi- 
ties with approximately 8,000 consum- 
ers in the state of Texas. The com- 
pany also serves from its main trans- 
mission lines 246 industrial consum- 
ers in the state of Arkansas, 82 indus- 
trial consumers in the state of Lou- 
isiana, and 102 industrial con- 
sumers in the state of Texas. In 


1938, the company sold 38,358,385 


thousand cubic feet of gas from its en- 
tire system, 22,394,939 thousand cubic 
feet of which were sold in Arkansas. 
The total system revenue was approxi- 
mately $8,150,000 of which $4,856,- 
000 originated in Arkansas. The com- 
pany is at the present time rendering 
natural gas service to the three indus- 
trial consumers sought to be served by 
the Louisiana Nevada Transit Com- 
pany. At no time during the hearing 
was any question raised as to the ade- 
quacy of the Intervener Company’s gas 
reserves or of the adequacy of its serv- 
ice to the customers proposed to be 
served by applicant company. 

(C) The city of Hope, with a popu- 
lation of approximately 6,000, is the 
county seat of Hempstead county. The 
city operates an electric and water 
plant and also sells electricity in a small 
area adjacent to the city. The city 
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uses natural gas, purchased from the 
Arkansas Louisiana Gas Company, 
for steam generation in its power 
plant. 

(D) The Hope Brick Works, 
owned and operated by N. P. O’Neal, 
is engaged in the manufacture of brick, 
and in the process of this manufacture 
uses gas purchased from the Arkan- 
sas Louisiana Gas Company. Its plant 
is located outside of the corporate lim- 
its of the city of Hope, but is served 
with gas by an extension from the city 
distribution system. The Depart- 
ment’s jurisdiction to regulate rates 
for gas to both the Hope Light and 
Water Company and the Hope Brick 
Works is not contested by the Arkan- 
sas Louisiana Gas Company. 

[Further statement of facts is omit- 
ted for lack of space. The material 


facts upon which the regulatory rul- 
ings are based are sufficiently sum- 


marized in the opinions of the Com- 
missioners. The omitted statement 
discusses the exhibits and testimony 
relating to the source of supply, pro- 
posed construction, estimated cost of 
proposed construction, period of con- 
struction, proposed capital structure 
and financing, industrial customers 
proposed to be served, municipal cus- 
tomers to be served, estimated operat- 
ing revenues and expenses, company’s 
ability to serve, rate proposals, nego- 
tiations for renewal of a contract with 
an industrial customer, and other mat- 
ters. | 


Opinion 
FitzHucu, Chairman: The Lou- 
isiana Nevada Transit Company has 
filed an application for a certificate of 
convenience and necessity to render 
natural gas public utility service in a 
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territory in which another natural gas 
public utility, the Arkansas Louisiana 
Gas Company, operates. 

The applicant company proposes to 
render a general public utility service 
in the area in which it seeks to serve. 
It has contracts to serve the Ideal Ce- 
ment Company, the Hope Brick 
Works, and the Hope Municipal Light 
and Water Company at rates substan- 
tially lower than these industries are 
now receiving from the Arkansas 
Louisiana Gas Company. It offers to 
serve the towns of Fulton, Saratoga, 
McNab, and Bradley at rates much 
lower than rates of the Arkansas Lou- 
isiana Gas Company to similar com- 
munities. It also offers to serve, with 
the approval of the proper regulatory 
authorities, any other customers desir- 
ing service in the territory through 
which it proposes to build its lines. 

The question presented in this case 
is whether public convenience and ne- 
cessity warrant the granting of this 
certificate. The Arkansas Louisiana 
Gas Company opposes the granting of 
this certificate. Before determining 
what consideration should be given the 
arguments of the Intervener Gas Com- 
pany, it is proper to analyze the appli- 
cation of the applicant company to de- 
termine whether public convenience 
and necessity warrant the granting of 
the certificate. 

The applicant company has attempt- 
ed to justify the granting of its appli- 
cation on the grounds that it has a suf- 
ficient supply of gas available to meet 
the requirements of its proposed cus- 
tomers: that it will construct properly 
the necessary gathering, transmission, 
and distribution facilities, adequate 
for the requirements of its customers; 
that it has the managerial ability to 


224 





RE LOUISIANA NEVADA TRANSIT CO. 


operate properly a public utility; that 
it will deliver natural gas that is safe 
for public use; that it will be financed 
adequately ; and that it will sell natural 
gas at reasonable rates and that there 
isa public desire for its service. 

These claims are analyzed in the fol- 
lowing sections to determine whether 
the application should be granted. 


Supply of Gas 

The applicant company has a con- 
tract to purchase its gas from the Cot- 
ton valley field in Webster Parish, in 
northern Louisiana. A geologist wit- 
ness for the applicant company esti- 
mated that as of January 1, 1939, the 
ultimate available gas reserves of this 
field were in excess of 1,220,000,000 
thousand cubic feet. The geologist of 
the Intervener Gas Company admit- 
ted that in his opinion this estimate 
was “correct and conservative.” 

The applicant company’s contract 
for its supply of gas is with the Oli- 
phant Oil Company. The Oliphant 
Oil Company owns acreage with an es- 
timated reserve of 142,500,000 thous- 
and cubic feet in the Cotton valley 
field. This contract is for a period of 
ten years. During the first five years 
of the contract the applicant company 
will pay 3 cents per thousand cubic 
fet for the gas it purchases up to 
6,000,000 cubic feet per day. Should 
the requirements of the applicant com- 
pany exceed this amount, then the price 
for additional gas is to be fixed by the 
contracting parties and if an agreement 
cannot be reached, the applicant com- 
pany shall have the right to purchase 
excess gas from others. The contract 
terminates on August 1, 1944, unless 
the parties agree upon the price to be 
paid during the remaining 5-year pe- 
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riod. Ifthe parties are unable to agree 
on a price, the applicant company by 
paying or tendering to the Oliphant Oil 
Company the average posted market 
price for natural gas being paid by the 
major purchasers in this field may se- 
cure its supply of gas for an addition- 
al five years. 

Four other large oil and gas produc- 
ing companies holding acreage in this 
field and in near-by fields have com- 
municated with the applicant company, 
stating that they would negotiate con- 
tracts to sell natural gas to the appli- 
cant company. 

In the opinion of the Department 
there is an adequate supply of gas 
available to the applicant company in 
the Cotton valley field. However, 
there is conflicting testimony on the 
availability of gas if this field is uni- 
tized and a recycling program adopted. 

Witnesses for the applicant com- 
pany stated that in their opinion, if 
this field were unitized, it would give 
the applicant company a greater gas 
supply. A representative of the Oli- 
phant Oil Company stated that this 
statement is necessarily true because 
the Oliphant Oil Company will not 
enter into a unitization agreement un- 
less all the operators in the field agreed 
to carry out its contract with the ap- 
plicant company. This witness stated 
that about 85 per cent of the operators 
in this field had agreed to a unitization 
contract which gives priority to their 
contract with the applicant company. 
Witnesses of the Intervener Gas Com- 
pany contend there will not be suffi- 
cient gas available to meet the contract 
requirements of the applicant com- 
pany if the field is unitized and gas re- 
cycled. The proposed contract for 
unitization of the Cotton valley field 
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introduced by a witness for the Inter- 
vener Gas Company carries little 
weight in supporting their contention 
of the lack of availability of gas to the 
applicant company in this field. This 
proposed contract is what they termed 
the most recent development attempt- 
ing to work out the difficulties as be- 
tween the operators in the Cotton val- 
ley field. It is an entirely different 
type of agreement from the one which 
the witness for the applicant company 
testified had been entered into by 85 
per cent of the operators. 

There is doubt as to whether or not 
this field will be unitized. It is the 
opinion of the Department that it is 
not necessary to determine if the ap- 
plicant company will benefit through 
unitization but to determine if a suffi- 
cient supply of gas is available to meet 
its requirements. The conclusion is 
reached, after careful study of all the 
facts, that there is an adequate supply 
of gas in the Cotton valley field avail- 
able to the applicant company to meet 
its requirements with or without uniti- 
zation. 


Construction of Gas System 


The applicant company has fur- 
nished detailed information on the 
type and the estimated cost of con- 
struction. The T. R. Jones Construc- 
tion Company has entered into a con- 
tract to build the necessary gathering, 
transmission, and distribution lines of 
the applicant company. This construc- 
tion company has had many years ex- 
perience in this type of work and has 
fulfilled contracts for pipe-line con- 
struction totaling millions of dollars. 
No question has been raised as to the 
ability of the T. R. Jones Construc- 
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tion Company to construct adequately 
the necessary gas system. 

The 8-5/8-inch main transmission 
line to Okay and the lateral transmis. 
sion line to Hope will have sufficient 
capacity to meet the requirements of 
the present and prospective customers 
of the applicant company. 

It is the opinion of the Department 
that the lines will be constructed in ac. 
cordance with modern engineering 
practices and will have the capacity 
necessary to supply the present and 
prospective customers with adequate 
gas. 


Management of the Company 


The stockholders of the applicant 
company are Boettcher interests, T. 
R. Jones, W. A. Delaney, Jr., and 
wife, and M. O. Matthews and wife. 
These stockholders will be responsible 
for the management of the company. 
All of these men have had many years 
of business experience and have oper- 
ated their other business enterprises 
successfully. T. R. Jones is recog- 
nized by all parties to this proceeding 
as a competent pipe-line contractor. 
He testified that he has had a great 
deal of experience in building pipe 
lines for others and is anxious to build 
one in which he will have an equity. 
The ability of the organizers of this 
company to purchase pipe at advar- 
tageous prices is indicative of their 
general managerial ability. The ma- 
jority opinion recognizes that those in 
charge of this company have the abil 
ity to manage this public utility them- 
selves or will employ competent man- 
agement. 


Safety of Gas 


The applicant company’s contract 
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with the Oliphant Oil Company pro- 
yides for the purchase of gas at the 
well-head. It is believed generally by 
all witnesses that this will be what is 
termed “wet gas” and that it is desir- 
able if not necessary to remove some 
of the condensate from the natural 
gas before transporting and selling it. 
Witnesses for the applicant company 
stated that they believed that the use 
of scrubbers and drips will be suffi- 
cient to make the gas safe for all types 
of consumption but agreed that should 
the use of scrubbers and drips not be 
adequate to make it safe, the applicant 
company will take whatever steps are 
necessary in order to furnish safe gas. 

The Intervener Gas Company con- 
tends that the Cotton valley gas is suf- 
ficiently wet to produce a hazard to 
consumers, and the installation of 


scrubbers and drips along the trans- 
mission line will not make this gas 


safe for domestic and commercial use 
and that it may not be safe for indus- 
trial use. 

A gasoline extraction plant is now 
in operation in the Cotton valley field. 
The record is not clear as to whether 
this existing gasoline extraction plant 
will be available to process the gas pur- 
chased by the applicant company from 
the Oliphant Oil Company. In any 
event, the Department will require the 
applicant company, as it requires other 
natural gas companies operating in 
this state, to supply gas that is safe 
for domestic, commercial and indus- 
trial use. We think that it is not nec- 
essary at this time to determine what 
particular type of equipment is essen- 
tial in order to make the gas safe. The 
applicant company will be required 
ither to purchase safe gas, have the 
gas processed so that it is safe, or in- 
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stall the necessary equipment to make 
it safe. 


Capital Structure and Financing 


The financial plan first proposed by 
the applicant company is not satisfac- 
tory for several reasons. The stock- 
holders of the company, T. R. Jones, 
the Boettcher interests, W. A. Delan- 
ey, Jr., and M. O. Matthews, agreed 
that they would meet the requirements 
of this Department in financing the 
company. The combined resources of 
these stockholders totals several mil- 
lion dollars and there is undisputed tes- 
timony as to their ability to finance 
adequately this company. The capi- 
tal structure and financing that will be 
required by this Department is ex- 
plained in detail in another section of 
this order. 


Reasonableness of Rate 


The applicant company has contracts 
to serve the Ideal Cement Company at 
Okay and the Hope Brick Works and 
Hope Municipal Light and Water 
Company in Hope, Arkansas. The ce- 
ment company employs approximately 
150 men and is the second largest con- 
sumer of natural gas in this state. It 
has been using natural gas purchased 
from the Intervener Gas Company 
for more than nine years. The Hope 
Brick Works was one of the first in- 
dustrial customers of the Intervener 
Gas Company and has been using gas 
since about 1911. The Hope Brick 
Works filed an intervention asking this 
Department to grant the applicant com- 
pany a certificate of convenience and 
necessity. 

The city of Hope also filed an in- 
tervention asking that the certificate 
be granted to the applicant company. 
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The city is under contract to purchase 
gas from the applicant company to be 
used as fuel in their municipally owned 
light and water plant, at the expira- 
tion of their present contract with the 
Intervener Gas Company. The sav- 
ings that will be effected by reducing 
the cost of fuel will be beneficial to the 
residents of Hope, either through in- 
creasing the revenues of their munici- 
pal plant or decreasing the electric 
rates to consumers. The city of Hope 
also stated that it contemplates pur- 
chasing the natural gas distribution 
system in the city of Hope now owned 
by the Intervener Gas Company and, 
in the event such a purchase is con- 
summated, it contemplates buying its 
gas from the applicant company. 

The applicant company also offers 
to serve four small communities in 
southwest Arkansas. While the De- 
partment believes that the applicant 
company’s exhibits purporting to show 
the cost of service in these four com- 
munities have not been accurately com- 
piled, it is of the opinion that gas serv- 
ice can be given to these towns which 
will add to the public convenience and 
necessity. 

The Federal Power Commission 
order granting the certificate to the 
applicant company further requires 
that the applicant company shall con- 
nect and sell gas from its pipe line to 
any person, municipality, or commu- 
nity legally authorized to engage in the 
local distribution of gas to the pub- 
lic. The rate for such service at the 
pipe line is established in the Federal 
Power Commission order as 10 cents 
per thousand cubic feet. 

The rates offered by the applicant 
company to industrial, domestic, and 
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commercial consumers in the area in 
which it proposes to serve are much 
lower than existing rates in that area, 
The reasonableness of the rates pro- 
posed by the applicant company wil 
be treated in more detail elsewhere in 
this order. The applicant company 
has filed with the Department detailed 
cost of materials. This information 
indicates that. the applicant company 
has purchased its materials at very 
favorable prices to it and that it has 
entered into construction contracts at 
fair prices. 


The fact that the gas consumers in 


this area who appeared before the De. 
partment testified that they were anx- 
ious to have the certificate issued on 
rates offered by the applicant company 
is further evidence that those rates are 
more reasonable than rates prevailing 
in this area. 


Desire of the Public for Service of the 
Applicant Company 


[1] One measure of the conven- 
ience and necessity of a proposed serv- 
ice is the desire of the public for that 
service. Witnesses representing the 
chamber of commerce of the city of 
Hope, the towns of Bradley, Fulton, 
Saratoga, and McNab testified that 
their communities requested the De- 
partment to grant the application. The 
secretary of the chamber of commerce 
of Hope testified that in his opinion a 
lower gas rate would be beneficial to 
the city of Hope by attracting new in- 
dustries and giving added employ- 
ment. He stated the people of the city 
of Hope wanted the certificate grant: 
ed. The statements of the other wit 
nesses from these communities indi- 
cate that there is a widespread public 
desire for the granting of the certifr 
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cate and that there was no apparent 
opposition from the public. 

The three industrial customers to 
be served by the applicant company if 
the certificate is granted have expressed 
vigorously their dissatisfaction with 
the rates charged them by the Inter- 
yener Gas Company. They have ex- 
pressed by interventions and by wit- 
nesses in this case a request that the 
certificate be granted. 


Argument of Arkansas Louisiana Gas 
Company for Denying Application 


The Arkansas Louisiana Gas Com- 
pany is a large integrated natural gas 
public utility, producing, transporting, 
and distributing natural gas through 
a pipe-line system with an excess of 
1,500 miles of main line, serving 103 
communities and approximately 80,- 
000 consumers in Arkansas, Louisiana, 
and Texas. The company also serves 
from its main transmission lines sev- 
eral hundred industrial consumers in 
these states. The total system reve- 
nue in 1938 was approximately $8,- 
150,000, of which $4,856,000 origi- 
nated in Arkansas. 

The Arkansas Louisiana Gas Com- 
pany has attempted to justify the de- 
nial of the application on the grounds 
that there is an uncertainty of the ap- 
plicant company’s gas supply ; that the 
gas which the applicant company pro- 
poses to distribute is not safe, due to 
its wetness; that the present and past 
service of the Intervener Gas Com- 
pany is adequate; that the Intervener 
Gas Company attempted to negotiate 
acontract with the Ideal Cement Com- 
pany at lower rates ; that the Interven- 
et Gas Company’s method of deter- 
mining industrial rates is beneficial to 
domestic and commercial customers ; 
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that it offered to meet this or any oth- 
er competition and that public con- 
venience and necessity does not war- 
rant the granting of the application. 

These claims are analyzed in the 
following sections to determine what 
effect, if any, they have on the appli- 
cation. 


Supply and Safety of Gas 

The Department in a preceding sec- 
tion reached the conclusion that there 
is an adequate supply of gas in the Cot- 
ton valley field available to the appli- 
cant company to meet its requirements 
with or without unitization. The De- 
partment will require the applicant 
company to deliver to its customers 
gas that is safe for domestic, commer- 
cial, and industrial use. 


Service of Intervener Gas Company 


It is admitted that the service of 
the Intervener Gas Company is now 
and has been satisfactory. The com- 
plaint is against their rates. 


Attempt to Negotiate Renewal Con- 
tract with Ideal Cement Company 


There is conflicting testimony on 
what negotiations transpired between 
the Ideal Cement Company and the 
Intervener Gas Company prior to the 
cement company’s contract with the 
applicant company. Witnesses for 
the applicant company testified that 
they attempted to secure a 10-cent rate 
from the Intervener Gas Company 
and were unable to do so. They fur- 
ther testified that the Intervener Gas 
Company had not, prior to the filing 
of the petition of the applicant com- 
pany, offered a rate as low as 10 cents 
per thousand cubic feet, based on pres- 
ent consumption, to the cement com- 
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pany. The Department believes that 
it is not important to the decision in 
this case to determine whether the ce- 
ment company permitted the Interven- 
er Gas Company to offer new rates 
after signing a contract with the ap- 
plicant company. The Department is 
of the opinion that the cement com- 
pany exhausted every reasonable ef- 
fort without success, to effectuate a 
new contract at a rate comparable to 
that contracted with the applicant 
company. The Department believes 
that no action of the Ideal Cement 
Company during the attempted nego- 
tiations of a contract with the Inter- 
vener Gas Company are prejudicial to 
a decision on the petition of the appli- 
cant company. 


Intervener Gas Company’s Method of 
Determining Industrial Rates 


The Intervener Gas Company con- 
tends that its methods of determining 
rates to industrial customers are bene- 
ficial to its domestic and commercial 


customers. It stated that in making 
contracts with industrial customers 
“we strive to make a rate that will en- 
courage the industrial consumer to en- 
large his business and that will insure 
his connection to our pipe-line system 
for as long a period as possible.” 

The Intervener Gas Company’s the- 
ory of rate making appears to be that 
it is justified in charging the industri- 
al customers what the traffic will bear 
in order to serve the domestic and com- 
mercial customers, whom it terms “pre- 
ferred,” at lower rates. In establish- 
ing industrial rates it was stated that 
the Intervener Gas Company also con- 
sidered competitive fuel costs and that 
the cost of oil or coal to the cement 
company would be higher than the 
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rate it has been paying for natural galmcharg 


Witnesses for the Intervener (, 
Company stated that their company 
being an integrated system with , 
large number of industrial, domestic 
and commercial customers, has a dis. 
tinct advantage over a small indepené. 
ent company. The industrial gas ep. 
gineer of the Intervener Gas Com. 
pany, who has charge of negotiating 
industrial contracts, testified that the 
Intervener Gas Company will har 
lower operating costs per thousand 
cubic feet of gas sold than a smaller 
company ; that it will have lower costs 
per thousand cubic feet per mile trans. 
ported because of the larger transmis. 
sion line; that it will have a better di- 
versity factor than a smaller company 
because of the many industrial and 
other customers served by the line; 
that it will have a better load factor 
because its diversity factor is better; 
and that, in his opinion, his company 
could sell gas cheaper than the appli- 
cant company. 

Exhibits have been introduced show- 
ing the total Arkansas pipe-line indus- 
trial revenue to have increased from 
$730,347.72 in 1933 to $1,316,984.34 
in 1937, and that city distribution sys- 
tem industrial revenues have increased 
from $428,589.52 in 1933 to $796- 
991.32 in 1937. 

The chief accountant of the Depart- 
ment of Public Utilities testified that 
during this period of increased reve- 
nues rate reductions were “insignif- 
cant compared with the total revenue 
of the gas company.” 

The applicant company proposes to 
serve three industrial customers under 
contract to them at a flat rate of 10 
cents per thousand cubic feet. The 
Intervener Gas Company has been 
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based upon the billings for consump- 
ion in the year 1938, an average of 

4.25 cents for the cement plant, 16.68 
cents for the Hope light and water 
plant and 15.98 cents for the Hope 
Brick Works. The applicant company 
offers to serve other industrial plants 
that will connect to its proposed pipe 
line at a flat rate of 10 cents. 

The applicant company offers to 
srve the towns of Saratoga, Fulton, 
McNab, and Bradley at a flat rate of 
45 cents per thousand cubic feet for 
domestic customers and 22 cents per 
thousand cubic feet for commercial 
customers. No minimum bill or other 
charge will be added to these rates. 
The Intervener Gas Company’s domes- 
ticand commercial rate in the town of 
Okay, which town is comparable in 
size to the towns proposed to be served 
by the applicant company, is $2 for the 
first thousand cubic feet, or fraction 
thereof, and 50 cents for each addi- 
tional thousand cubic feet, with a mini- 
mum bill of $1 when no gas is used. 
The domestic and commercial rate of 
the Intervener Gas Company in towns 
near those proposed to be served by 
the applicant company is as follows: 

Per M cu. ft. 
First M cu ft. or fraction per month .. 
Next 4M cu. ft. per month 
Next 95 M cu. ft. per month 


Next 400 M cu. ft. per month 
All over 500 M cu. ft. per month .... 


Minimum charge of $1.50 per month. 


All industrial, domestic, and com- 
mercial rates now available to natural 
gas consumers in the immediate ter- 
titory proposed to be served by the ap- 
plicant company are substantially 
higher than similar classifications of 
service offered by the applicant com- 
pany, 
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To summarize, the Intervener Gas 
Company contends that it can sell gas 
cheaper than the applicant company ; 
that its policy of charging industrial 
consumers what the traffic will bear is 
beneficial to the domestic and commer- 
cial consumers, in that such a policy 
makes for lower rates for these cus- 
tomers. The facts are that the rates 
of the Intervener Gas Company to the 
three industrial customers under con- 
tract with the applicant company are 
approximately 50 per cent higher than 
the rates of the applicant company, and 
the rates of the Intervener Gas Com- 
pany to domestic and commercial cus- 
tomers are substantially higher than 
the rates offered by the applicant com- 
pany. The disparity between the rates 
of the two companies will be increased 
when consideration is given to the fact 
that the B.T.U. content or heating 
value of the Cotton valley gas is 
higher than the heating value of 
the gas sold by the Intervener 
Gas Company. This disparity will 
be increased further if the estimated 
net income of the applicant company 
is accurate because the Department 
will require a reduction in the 10 cents 
per thousand cubic feet rate to its in- 
dustrial customers. These facts con- 
stitute the strongest indictment against 
the reasonableness of the present rates 
of the Intervener Gas Company. 

The industrial revenue of the Inter- 
vener Gas Company increased over 
$955,000 or 82.4 per cent in the peri- 
od 1933 to 1937, both inclusive. The 
reductions in rates to its domestic and 
commercial consumers during this pe- 
riod were practically negligible. This 
fact of the Intervener Gas Company’s 
failing to make rate reductions to do- 
mestic and commercial consumers as 
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their industrial business increased 
speaks so loudly that it is difficult to 
hear their argument in theory. 

Further evidence of the failure of 
the Intervener Gas Company to offer 
reasonable rates to consumers is fur- 
nished in the statement by the indus- 
trial engineer that in his opinion a 
10-cent rate to the Ideal Cement Com- 
pany is a fair rate. The present con- 
tract between the cement company and 
the Intervener Gas Company expires 
in August, 1939. The Intervener Gas 
Company proposes to serve the cement 
company after expiration of this con- 
tract and during the pendency of this 
application at the old rate of approxi- 
mately 144 cents. The industrial en- 
gineer stated that he would be willing 
to recommend a 10-cent rate to the 
management of his company as being 
a fair rate but stated that the manage- 
ent of the company would determine 
the rate. 


Offer to Meet Competition 


[2, 3] The Intervener Gas Com- 
pany, at the conclusion of the hearing, 
offered to meet the rates proposed by 
the applicant company to the three in- 
dustrial customers, provided, however, 
that the Department would protect it 
from claims of discrimination or un- 
due preference. 

The question of what is in the pub- 
lic interest must be decided in each 
case on the circumstances existing at 
the time of the threatened competition. 
This eleventh hour offer of the Inter- 
vener Gas Company to meet this 
threatened competition appears to be 
an admission that the rates charged 
these three industrial customers are 
too high and that it is attempting, with 
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the cloak of Commission approval, to 
remove this competition and to contin. 
ue its policy of charging what the traf. 
fic will bear to other industrial cop. 
sumers. 


To deny the application on the 
grounds that the Intervener Gas Con. 
pany now offers to meet the compet- 
tion would give added incentive to this 
utility to keep its territory and rates 
without fear of competition, secure in 
the knowledge that should competition 
be threatened it can eliminate it by re. 
ducing its rates where competition 
arises. No new utility, under sucha 
policy, would have an incentive to ap- 
ply for permission to serve in the ter- 
ritory of the Intervener Gas Company. 
The Department, therefore, concludes 
that the offer of the Intervener Gas 
Company to meet this competition 
should not alter the decision on the 
application. 

The Department hopes further to 
give added incentive to utilities to fur- 
nish to their consumers adequate serv- 
ice at rates to which they are in jus- 
tice entitled, with the knowledge that 
when this is done protection against 
competition will be afforded. 

The Department believes that pub- 
lic utilities have a responsibility to pro- 
vide adequate service at reasonable 
rates with or without regulation. 


Department’s Investigation of the 
Intervener Gas Company 


[4] The Department is now con- 
ducting a complete system-wide inves- 
tigation of the Intervener Gas Com 
pany. The Department is of the opit- 
ion that the pendency of this investi- 
gation should not affect its decision in 
this case. 
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Stipulation between the Department 
and the Intervener Gas Company 


The Department and the Intervener 
Gas Company on February 12, 1938, 
entered into a stipulation providing for 
refunds from January 1, 1938, to be 
made to its consumers in the event 
the Department is able to establish rate 
reductions in the amount stipulated. 
Should the Department establish these 
rate reductions it will mean that con- 
sumers will secure refunds during the 
period covered by the stipulation and 
that therefore the rates they are now 
paying will be reduced by the amount 
recovered under the stipulation. The 
Department believes that public con- 
venience and necessity does not war- 
rant the denying of this application be- 
cause of the existence of the stipula- 
tion. 


Effect on Other Customers 


The Intervener Gas Company con- 
tends that to grant the application 
would require the Department to in- 
crease rates to the remaining custom- 
ets on its lines in order to compen- 
sate for the revenue that would be lost. 
This contention is based on the con- 
clusion that the Intervener Gas Com- 
pany will continue to be entitled to a 
fair return on the fair value of its 
property necessary to serve these three 
industrial customers. The Depart- 
ment is not now determining what con- 
sideration should be given in a rate 
case to the loss of this business. 

In the opinion of the Department 
there is an inconsistency in this argu- 
ment of the Intervener Gas Company. 
Awitness for the Intervener Gas Com- 
pany stated that the customers of his 
Company were in no way responsible 
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for the loss of this business and at the 
same time the Intervener Gas Com- 
pany contends that the result of the 
loss of this business should be passed 
on to its customers in the form of 
higher rates. 

This argument of the Intervener 
Gas Company that the loss of this 
business will increase rates to domes- 
tic and commercial consumers is evi- 
dently predicated upon the belief that 
there is little opportunity to recover 
this loss by securing new business. To 
acquiesce in such a supposition would 
assume that the market for gas in this 
area is practically saturated. Evi- 
dence in the record indicated that there 
is opportunity for the development of 
new gas business in this territory. It 
is the opinion of the Department that 
the Intervener Gas Company has the 
opportunity to secure added revenue 
from new business which is available 
in this area to offset the loss of reve- 
nue from the three industrial custom- 
ers. 


Higher B.T.U. Content of Cotton 
Valley Gas 


The applicant company proposes to 
sell gas having approximately 1,105 
net B.T.U. value compared to approxi- 
mately 936 net B.T.U. value of gas 
being sold by the Intervener Gas Com- 
pany. This means that the Intervener 
Gas Company would have to sell its 
gas at a price below 9 cents per thou- 
sand cubic feet to deliver to consumers 
the same heating value as the 10 cents 
per thousand cubic feet gas offered by 
the applicant company. 


Capital Structure and Financing 


[5,6] The financial plan first pro- 
posed by the applicant company is not 
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satisfactory to the Department for 
several reasons. The capital outlay of 
the applicant company, including 
working capital, when its gas system 
is completed will be approximately 
$500,000. The applicant company 
proposes to raise $1,000 of its capital 
by the sale of 1,000 shares of common 
stock. The remainder of its capital, ap- 
proximately $499,000, it proposes to 
raise by the sale, to two of the stock- 
holders, of notes secured by a mort- 
gage on the property. These two 
stockholders are to construct the pipe- 
line system, supply the necessary work- 
ing capital, and take mortgage notes 
secured by the property. The proprie- 
tors of the applicant company are sup- 
plying $1,000, and the creditors 


$499,000 of the company’s capital. 
The Department believes that it is not 
sound financial policy for a new com- 
pany to borrow such a large part of its 


capital. Borrowed capital, to the ex- 
tent indicated, would place a heavy 
burden in the form of fixed charges 
upon the company. This burden must 
necessarily be met out of operations. 
The applicant company is a new or- 
ganization without an_ established 
earning record, consequently it is un- 
wise to place a burden as proposed 
against anticipated but unproven earn- 
ings. It is recognized to be sounder 
financing to have a “cushion” against 
the probable earnings of a new com- 
pany and this “cushion” is best pro- 
vided by proprietary equity in the 
form of capital stock that will not place 
a fixed burden on the earnings of the 
company. 

The applicant company is a public 
utility, consequently it must subject it- 
self to the well-established principle 
of a fair return on a fair value of its 
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property. The cost of its property 
(including its working capital), whic 
is estimated to be approximately 
$500,000, is a fair measure of its yal. 
ue. If 6 per cent were a fair rate of 
return the amount of a fair return aft. 
er all legal operating expenses are me 
would be approximately $30,000 ap. 
nually. 

The applicant company, in its firs 
proposed financial plan, agreed to pay 
$50,000 annually on mortgage note 
for the first four years. These anny. 
al payments are in excess of a fair re. 
turn from which such payments can 
be made. In addition, the interest on 
the borrowed funds must also be met 
from the same fair return. The prin- 
cipal and interest due in the fifth year 
would be in excess of $300,000. It 
can be seen that the fixed costs to be 
met by the applicant company under 
its proposed financial plan exceed the 
funds which will be available for such 
charges. 

The applicant company agreed in 
the hearing to modify its financial plan 
to meet the requirements of the De- 
partment. The Department is of the 
opinion that the financial plan of the 
applicant company should be revised 
so that its annual fixed charges of in- 
terest and amortization of its borrowed 
capital will not exceed 6 per cent of 
its total investment in its property or 
approximately $30,000 annually. This 
can be accomplished by reducing the 
amount of borrowed capital and ex- 
tending the period of amortization for 
a longer period than five years. The 
Department believes that both the 
amount of capital borrowed should be 
materially reduced and the period of 
amortization lengthened. 

The Department shall direct the ap- 


234 





RE LOUISIANA NEVADA TRANSIT CO. 


plicant company to file within thirty 
days after the date of this order a 
new financial plan for its approval. 
The financial plan shall conform to the 
views of the Department set out in 
this order. 


Fair Return 


[7,8] The applicant company fur- 
nished exhibits showing prospective 
earnings for the first five years of op- 
erations. The information in these 
exhibits has been restated and analyzed 
in tables contained in the statement of 
facts of this order. The net operat- 
ing revenue available for return as 
shown in these tables is $62,390 for 
1940, $68,603 for 1941, $98,528 for 
1942, $97,967 for 1943, and $97,405 
for 1944. If these amounts were actu- 
ally realized, the percentages of return 
ona total estimated value of $500,000 
would be 12.4 per cent for 1940, 13.7 


per cent for 1941, 19.7 per cent for 
1942, 19.6 per cent for 1943, and 19.5 
per cent for 1944. It is obvious these 
estimated returns are far in excess of 
a fair rate of return that should be 
allowed by the Department. 


The applicant company has not be- 
gun operations and as a result the ac- 
curacy of its estimated earnings has not 
been tested by experience. Operating 
revenues of the company can be esti- 
mated with a greater degree of accu- 
racy than operating expenses due to 
the known records of gas consump- 
tion by the three large industrial gas 
consumers. Actual operating expen- 
ses may vary from the estimates which 
in turn would change the amount 
available for return. 

If it were known definitely that the 
applicant company would earn the 
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amounts set out in their exhibits the 
Department would be justified in re- 
quiring the company to reduce their 
rates below those proposed. The De- 
partment believes that, since the appli- 
cant company’s rates are much lower 
than the rates now being paid by its 
prospective customers, and also since 
the company has not had operating 
experience to test the accuracy of its 
operating estimates, it is better policy 
and in the public interest to permit the 
applicant company to operate one year 
at its proposed rates. The Depart- 
ment will audit the records of the com- 
pany at the end of the year to deter- 
mine the amount of earnings available 
for return. The Department believes 
that if any earnings are made during 
the first year of operations in excess 
of a fair return on a fair value of the 
property, these excess earnings should 
be divided equally between the com- 
pany and its customers. The Depart- 
ment, in this order, will grant the ap- 
plicant company a certificate condi- 
tioned upon the basis of refunding to 
its customers one-half of all earnings 
during the first year of operations 
which the Department may find to be 
in excess of a fair return. The meth- 
od of refunding, if any, shall be de- 
termined by the Department at the 
time of refunding. 


Telegram Advising Opinion 

The Department on September 13, 
1939, advised all parties to this case 
as follows: 

“Commissioner Blalock and I will 
issue an order granting the Louisiana 
Nevada Transit Company a certificate 
to construct, maintain, and operate the 
gas lines proposed in Docket No. 333. 
Commissioner Mehlburger will dis- 
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sent from the order and issue a minor- 
ity opinion rejecting the application. 

“The majority opinion will revise 
proposed financial structure. The in- 
itial contract rate of 10 cents will be 
approved subject to Commission re- 
view and may be limited to require 
setting up a sinking fund for reim- 
bursement to consumers of all or part 
of earnings, if any, found to be above 
fair return. 

“Applicant may be required to serve 
Saratoga, Fulton, Bradley, and Mc- 
Nab, and build feasible extensions. 

“This unusual procedure of notify- 
ing parties of the Commission’s deci- 
sion prior to issuance of the order is 
taken in the public interest so that ap- 
plicant may secure pipe and other pur- 
chases under existing commitments 
rather than run the risk of increased 
material costs. 

“The opinions are in process of 
preparation. 

“Ark. Dept. of Public Utilities 
“Thomas Fitzhugh, Chairman” 


Certificate Shall Be Issued 


The Department is of the opinion 
that public convenience and necessity 
warrant the granting of the certificate 
in conformity with the opinion in this 
order. The Department is of the opin- 
ion that the applicant company should 
be financed in conformity with the 
opinion in this order. 


MEHLBURGER, Commissioner, dis- 
senting: After careful review of the 
facts in this case and the majority 
opinion, I find it impossible to concur 
in that opinion. It is evident to me 
from the record that public convenience 
and necessity warrant the denial rath- 
er than the granting of a certificate to 
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the applicant company. In my opin. 
ion the application should be denied, 


Reasons for Denying Application 


1. The benefits to the three indys. 
trial customers proposed to be served 
and the approximately 300 prospective 
domestic and commercial consumers 
to whom service was offered by the 
applicant company, though now not 
assured service by the order granting 
the application, are insignificant when 
compared with the detrimental effects 
on the 44,000 other customers served 
by the system of the Intervener Gas 
Company in Arkansas. 

2. The granting of the application 
will have a detrimental effect on the 
public in that it will result in needless 
and wasteful duplication of facilities. 

3. The applicant company has not 
proved convenience and necessity by 
showing the present service of the In- 
tervener Gas Company to be inade- 
quate or unsatisfactory from the stand- 
point of: 

(1) Source of supply ; 

(2) Character of gas; 

(3) Facilities to serve; 

(4) Ability to finance and operate. 

4. Evidence sufficient to prove that 
the rates of the Intervener Gas Com- 
pany are excessive was not presented 
at the hearing. Any finding that such 
rates are excessive should have result- 
ed in an order to the company to re- 
duce its rates accordingly. 

5. The rates at which the applicant 
company proposes to serve the domes- 
tic and commercial consumers in the 
four towns of Bradley, McNab, Ful- 
ton, and Saratoga have not been found 
to be adequate. These rates, in my 
opinion, under the conditions of serv- 
ice, are inadequate unless it is recog- 


236 





Opin- 


nied, 


ition 


ndus- 
erved 
-ctive 
mers 
y the 
not 
iting 
when 

fects 

Tved 


Gas 


tion 

the 
lless 
ties, 
not 

by 
In- 
de- 
nd- 


RE LOUISIANA NEVADA TRANSIT CO. 


nized that the revenue from industrial 
customers should rightly carry a part 
of the costs for these two classifica- 
tions of service. 

6. The effect on the other custom- 
ers of the system of the Intervener 
Gas Company in the state of Arkansas 
will be materially detrimental because : 

(a) It will result ultimately in a 
higher rate to these customers due to 
the decrease in the amount of reduc- 
tion which may be obtained by the De- 
partment. 

(b) It may have an undesirable 
effect upon the rate of return which 
may be established for the Intervener 
Gas Company in the present investiga- 
tion. 

(c) It will materially affect the 
amount of refunds to be obtained by 
the terms of the Department’s stipu- 
lation with the Intervener Gas Com- 
pany, possibly to the extent of elim- 
ination of refunds on at least some of 
the classifications of service. 

7. The organizers of the applicant 
company apparently had a desire to 
earn huge profits in a speculative ven- 
ture, instead of entering into the field 
of rendering a utility service, regulat- 
ed for the benefit of the public. 

The treatment of facts and the rea- 
soning which enabled me to arrive at 
the conclusions outlined above are 
shown in more detail in the following 
sections : 


What Is Public Convenience 
and Necessity 


In order to understand clearly the 
questions involved in this case it is 
necessary to analyze briefly the major 
factors which should be considered in 
the determination of what constitutes 


public convenience and _ necessity. 
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The act creating this Department 
makes no attempt to define the term, 
but courts and Commissions have 
often done so. In the case, Re North- 
ern Maine Transp. Co. (Me 1933) 2 
PUR(NS) 95, 104, may be found 
an excellent summary of excerpts 
from many cases dealing with the in- 
terpretation of public convenience and 
necessity, as follows: 

“In the first place, the convenience 
and necessity which is to be considered 
is that of the public and not that of 
private individuals.” Red Star Transp. 
Co. v. Red Dot Coach Lines, 220 Ky 
424, PUR1927E 338, 295 SW 419; 
Re Chicago Motor Coach Co. (Ill 
1927) PUR1928A 564. 

“In this connection we are also of 
the opinion that it is the consuming 
or patronizing public and not the pub- 
lic in general which is to be consid- 
ered. The terms ‘convenience’ and 
‘necessity’ are usually held not to be 
separable but are to be considered to- 
gether.” Re McCartney (Mo 1927) 
PUR1928B 525; Re Sumner-Ta- 
coma Stage Co. (Wash [anno]) 
PURI1924E 303; Re Aldrich (NY 
1922) PUR1923A 385; Re Chicago 
& N. W. R. Co. (Wis 1916) PUR 
1917A 303. 

“Tt should be considered as a com- 
posite expression, not intended to 
mean absolute necessity or a slight 
convenience, and given a reasonable, 
common-sense interpretation as to 
whether a particular service is a con- 
venience and necessity, depending in 
some degree on the wants, needs, and 
perhaps to some extent the desires of 
the public. 

“Necessity means the public need 
without which the public is inconven- 
ienced to the extent of being handi- 
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capped in the pursuit of business or 
wholesome pleasure or both, without 
which the public generally are denied, 
to their detriment that which is en- 
joyed by other people generally, sim- 
ilarly situated.” Chicago, R. I. & P. 
R. Co. v. State (1927) 126 Okla 48, 
PUR1928A 255, 258 Pac 874. 

“A certificate should be granted or 
withheld upon the basis of whether 
the rights, welfare, and interest of the 
general public will be advanced by the 
proposed service, and not upon private 
benefit or advantage that may accrue 
to any carrier.” Re McCartney (Mo 
1927) PUR1928C 182. 

“The word ‘necessity’ as used by 
the statute does not mean something 
that is indispensable, and the word 
‘convenience’ connected with the word 
‘necessity’ is not connected as an ad- 
ditional requirement but to modify 
and qualify what might otherwise be 


regarded as the strict definition of the 


word ‘necessity.’ The phrase ‘public 
convenience and necessity’ implies a 
reasonable public convenience that 
would meet a reasonable public neces- 
sity.” Re McCartney, supra. 

“It is for the applicant for a certifi- 
cate to make an affirmative showing 
that convenience and necessity re- 
quires the service which it is offering 
to render. Mere desire on the part of 
the applicant to serve, or on the part 
of certain customers or patrons to be 
served, is not enough.” Re San 
Joaquin Light & P. Corp. (Cal 1920) 
PUR1921A 613; Re Peters (Cal) 
PUR1925D 736. 

“Statements even by a large num- 
ber of persons that the proposed serv- 
ice would be desirable is not enough.” 
Re Red Star Line (Md 1926) PUR 
1927B 145. 


“Convenience and necessity are es. 
tablished by evidence of all conditions 
in the territory to be served, and from 
this the Commission must draw its 
own conclusions. Of the factors 
which will be considered in determin- 
ing whether convenience and neces. 
sity of the public requires the pro- 
posed service, the most important js 
whether the territory is already ade. 
quately and satisfactorily served.” 
Superior Motor Bus Co. v. Communi- 
ty Motor Bus Co. 320 Ill 175, PUR 
1926C 685, 150 NE 668. 

“Tt has also been held that where 
the existing service is adequate, it is 
error for the Commission to grant a 
certificate to another company.” 
Scioto Valley R. & Power Co. v. Pub- 
lic Utilities Commission (1926) 115 
Ohio St 358, PUR1927C 186, 154 
NE 320; Choate v. Commerce Com- 
mission (1923) 309 III 248, 141 NE 
i2. 

“The Commission may not grant 
a certificate without a finding that ex- 
isting service is inadequate.” Colum- 
bus, D. & M. Electric Co. v. Public 
Utilities Commission, 116 Ohio St 92, 
PUR1927D 773, 155 NE 646. 

“An order of a Commission refus- 
ing a certificate to another petitioner 
is not unreasonable or unlawful when 
the existing companies are giving ade- 
quate service.” Citizens Exch. Teleph. 
Co. v. Public Utilities Commission, 
102 Ohio St 570, PUR1921E 318, 
132 NE 59. 

“It is a generally recognized rule 
that a Commission will not allow a 
second utility to enter a field already 
occupied by another similar utility. 
This rule is, however, qualified by the 
requirement that the existing utility 
must be giving adequate and satisfac- 
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tory service.” Re Portland Taxicab 
Co. (Me) PUR1923E 772; Re Sum- 
ner (Utah) PUR1927D 734; Re La- 
belle (RI) (1927) PUR1928A 474; 
Re Roscoe Electric Co. (Wis 1924) 
PUR1925A 176. 
My interpretation of public conven- 
ience and necessity is as follows: 
First—The “public” shall not neces- 
sarily be the general public but shall 
include that portion of the public af- 
fected beneficially or adversely by the 
creation of or operation of a proposed 
service or facility. The public must 
certainly be distinguished from in- 
dividuals or any particular commun- 
ity, private company, or corporation. 
Second—“‘Convenience and_neces- 
sity’ may be used as a composite ex- 
pression to indicate need of the “pub- 
lic’? for a service or a facility. The 
extent or degree of the need may 
vary ; it should be essential but not ab- 
solutely necessary. It should rightly 
carry the connotation that “without it 
the public is inconvenienced to the ex- 
tent of being handicapped in the pur- 
suit of business or wholesome pleasure 
or both,” without which the public 
generally are denied to their detri- 
ment that which is enjoyed by other 
people generally, similarly situated. 
Third—The most important factor 
in the determination of whether pub- 
lic convenience and necessity require 
the construction of a facility or the 
rendering of a service is whether the 
territory proposed to be served is be- 
ing adequately and satisfactorily 
served. Only in the event it is deter- 
mined that public convenience and ne- 
cessity require a service is it necessary 
to further consider such supplemental 
points as applicant’s ability to serve, 
applicant’s financial ability, applicant’s 


source of supply, type of construction 
proposed, and the rates at which ap- 
plicant proposes to serve. 

It is reasonable to assume that the 
legislature, in creating this Depart- 
ment, was providing the means of 
regulating public utilities primarily 
for the protection and benefit of the 
domestic and commercial consumers. 
This is generally conceived to be the 
intent of regulation in many other 
states. The Department, under the 
provisions of the act creating it, is 
vested with wide discretionary powers 
in determining when a certificate of 
convenience and necessity should is- 
sue. It is plain, I believe, that the leg- 
islature intended that the Department 
should give due consideration and 
weight to all material and relevant 
facts affecting the public in passing 
upon such questions. 

To prove that public convenience 
and necessity would require this con- 
struction it would be necessary to 
show that the present service is unsat- 
isfactory, or inadequate, and that the 
present utility could not or would not 
remedy that situation. I cannot find 
sufficient evidence in the record to in- 
dicate that either of the conditions ob- 
tains. The record is replete with tes- 
timony establishing the applicant’s 
ability to serve, while at the same time 
the adequacy of the present service is 
admitted by all. It is contended that 
the present rates for service are too 
high, but it must be admitted that the 
Intervener Gas Company has offered 
to adjust the rates in question the first 
time this matter has been before the 
Department for determination. 


Who Is the Public in This Case 


In this case, the applicant company, 
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a newly formed corporation, proposes 
to enter a part of the territory at pres- 
ent being served by the Intervener Gas 
Company. The part of the public that 
will be benefited consists of the three 
industrial customers, the residents of 
towns that may be served, and in- 
dividuals along the proposed line of 
the applicant company. The more 
important part of the public, which 
will be adversely affected, is the 44,- 
000 customers receiving service from 
the system of the Intervener Gas Com- 
pany in the state of Arkansas. Any 
action which diverts revenue from the 
company serving them is a matter of 
major significance to these customers. 

Based upon applicant company’s ex- 
hibits, service will be available to ap- 
proximately 300 consumers provided 
the four towns are served. Numeri- 
cally, these 300 customers who may be 
benefited are almost insignificant 


when compared with the 44,000 who 
are adversely affected. 


Detrimental Effect of Duplication 
of Facilities 


One of the cardinal principles of 
regulation is that unnecessary duplica- 
tion of facilities for the rendering of 
the same service is to be avoided be- 
cause it is wasteful and ultimately 
causes higher rates, and is therefore 
not in the public interest. Commis- 
sions and courts throughout the Unit- 
ed States have, in their decisions, held 
steadfastly to this principle of avoid- 
ing economic waste. 

The Department has, in all its pre- 
vious orders concerning convenience 
and necessity, recognized the inadvis- 
ability of duplication of public utility 
facilities and service and has based its 
orders upon that principle. In grant- 
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ing certificates of convenience and ne- 
cessity to rural electric codperatives 
and private power companies for the 
construction of rural electric lines, 
care has been exercised to avoid the 
duplication of facilities and the at. 
taching, by the applicant, of customers 
who were receiving service or to 
whom service was available, at the 
time of the construction of the new 
facilities. It is the policy of the De- 
partment to establish descriptive terri- 
torial boundaries, defining the area 
in which the cooperative or utility is 
entitled to render service to the exclu- 
sion of all others who might seek to 
give similar service. 

This policy was adopted in an or- 
der issued April 22, 1937, in Docket 
No. 185 (18 PUR(NS) 380, 382) 
which established standard rules and 
provisions for extension of rural elec- 
tric lines on an area basis. This order 
in part recites: “The primary reason 
for developing on an area basis is to 
prevent the selection of the very best 
rural markets, leaving the less desirable 
markets unserved, thereby preventing 
them from receiving service for some 
time to come. . If the good and 
less desirable markets are put together 
in one project, it is likely that a desir- 
able, economic unit for rural develop- 
ment can be found. The area basis 
also will prevent unfair competition 
between two or more parties seeking 
to serve the same area.” (Italics 
mine. ) 

The Department, in its findings in 
Dockets 338, 339, 258—B, styled “Ap- 
plication of the Craighead Codpera- 
tive Corporation and Arkansas Utili- 
ties Company for a certificate of con- 
venience and necessity for rural areas 
in which to construct, maintain, and 
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operate rural electric lines,” wherein 
the city of Paragould sought to enter 
into direct competition with an exist- 
ing utility and a proposed rural elec- 
tric cooperative corporation in a three 
mile area surrounding the city of Par- 
agould, denied the city this right. 
It further set out certain territories 
to be served by the cooperative cor- 
poration and the utility, even though 
in the case of the cooperative corpora- 
tion, the rates at which service was 
proposed to be given were higher than 
those proposed to be charged by the 
city of Paragould. The order further 
states: “This method has been in use 


since its adoption and is proving very 
satisfactory. The area basis prevents 
wasteful expenditure of money for 
the construction of duplicating facili- 
ties.” 

The city of Hope, intervener in this 
case, also has benefited by this policy 


of the Department. In its order of 
June 25, 1937, in Docket No. 214, the 
Department granted the application of 
the city of Hope for a certificate of 
convenience and necessity to serve 
with electric energy an area approxi- 
mately 14 miles square surrounding 
the city. This grant was for the ex- 
clusive right to serve and included the 
Department’s authorization of the pur- 
chase by the city of an existing line of 
a utility within this territory so as to 
remove this competing service. 

I, as Commissioner, concurred in 
the adoption of all of these orders 
mentioned. 

In this case the building of the ap- 
plicant company’s proposed line will 
be a duplication of facilities to serve 
the three industrial customers pro- 
posed to be served. The only custom- 
ers who may receive service and who 
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are not now being served are the resi- 
dents along the proposed line and in 
the four towns of Bradley, Saratoga, 
Fulton, and McNab. The majority 
opinion does not at this time guaran- 
tee service at the rates proposed to 
these prospective consumers inasmuch 
as the serving of these towns is not 
made a condition precedent to the 
granting of the application. The ap- 
plicant company instead is directed to 
make a further study of these towns 
to determine the feasibility of service 
to them. 


Comparison of Proposed and Present 
Service 
1. Source of supply. 

The applicant company proposes to 
secure its gas supply from the leases 
and wells of the Oliphant Oil Compa- 
ny located in the Cotton valley field in 
northern Louisiana. The volume of 
recoverable gas from the leases owned 
or controlled by the Oliphant Oil 
Company was not questioned by any 
of the parties to the case. The appli- 
cant company proposes to take gas 
from the separator near the well-head 
and convey same through gathering 
lines to its main 83-inch transmission 
line, removing as much of the mois- 
ture (natural gasoline content) as is 
possible by means of separators, 
scrubbers, drips, ete. 

The availability of the gas in the 
Cotton valley field to the applicant 
company will be dependent upon a 
number of factors that were not de- 
terminable at the time of the hearing 
before the Department. The most im- 
portant factor in the determination of 
the availability is whether or not the 
proposed unitization of the Cotton val- 
ley field is ultimately consummated. 
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While witnesses for the applicant com- 
pany stated that in the event this field 
were unitized the unit would take over 
and carry out the terms of the contract 
between the applicant company and 
the Oliphant Oil Company, the only 
copy of a proposed unitization plan 
introduced in the record does not 
make any reference to any prior rights 
for the sale of gas by any of the op- 
erators in the field (Intervener’s Ex- 
hibit No. 19). 

The record clearly shows that the 
Bodcaw Horizon of the Cotton valley 
field, from which applicant company 
proposes to secure its gas, is an oil 
producing sand and that, production 
from this sand will be subject to the 
rules, regulations, and orders of the 
conservation commission of the state 
of Louisiana and the gas produced will 
be a by-product of the production of 
oil. The volume of gas that can be 
produced from any given number of 
wells will, therefore, depend upon the 
gas-oil ratio (volume of gas in cubic 
feet necessary to produce one barrel of 
oil) and the daily allowable oil pro- 
duction. 

The contract made by the applicant 
company with the Oliphant Oil Com- 
pany is firm as to volume for a period 
of ten years, but the unit price of 3 
cents per thousand cubic feet of gas 
is firm only for a period of five years, 
after which time the cost of gas to the 
applicant company may be based en- 
tirely upon the going value of gas at 
that time. 

In my opinion the volume of gas 
under the leases of the Oliphant Oil 
Company is sufficient to supply the 
needs of the applicant company over 
the 10-year period of their contracts, 
though I seriously doubt that there 
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will be sufficient gas available at all 
times to supply the needs of the appli- 
cant company. It must also be borne 
in mind that the applicant company 
will be entirely dependent upon pur- 
chased gas for its source of supply. 
The Intervener Gas Company se- 
cures its supply of gas from gas fields 
located in the states of Arkansas, 
Louisiana, and Texas, and in addi- 
tion to its own production purchases a 
part of its requirements in gas fields 
in Louisiana and Texas. The major 
portion of the gas purchased during 
the last ten years (period of cement 
company contract) has been gas pro- 
duced in the Monroe gas field and con- 
tracted for in 1929 at approximately 
the same time the contract with the 
cement company was signed. At this 
time the reserves of the company were 
very low and the Monroe gas field was 
the largest source of supply available 
to it. The company owns producing 
leases in fourteen producing gas fields 
in the three states and has a large 
number of producing gas wells. In 
addition the company holds proved 
leases in three gas fields from which 
they are not producing at the present 
time. There can be no question as to 
the adequacy of its supply nor the 
availability of same. With its varied 
sources of supply, and its integrated 
transmission system the possibility of 
interruptions occasioned by difficulty 
at the source of supply are negligible. 
As far as source of supply, the 
availability of the supply and the pos- 
sibility of interruption in service oc- 
casioned by difficulties at the source 
of supply are concerned, the Inter- 
vener Gas Company is far better able 
to render adequate and uninterrupted 
gas service than is applicant company 
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and, on this point, public convenience 
and necessity would be better served 
by the denial of the application. 


2. Character of gas. 

If the plan of the applicant compa- 
ny to use gas direct from the wells 
without running it through a natural 
gasoline extraction plant is found to 
be feasible for the industrial service 
it proposes to render, it will result in 
the delivery of gas of an approximate 
net heating value of 1,100 B.T.U. per 
cubic foot, provided there is no loss 
in heating value through condensation 
in the transmission line. In case it is 
later found necessary or expedient to 
run this gas through a natural gaso- 
line extraction plant prior to its entry 
into the transmission line the net heat- 
ing value will be reduced from ap- 
proximately 1,100 3B.T.U. to approxi- 
mately 1,000 B.T.u. per cubic foot. 
Under the contract between the appli- 
cant company and the Ideal Cement 
Company the gas deliveries are to be 
based upon a minimum net heating 
value of 950 B.T.U. per cubic foot and 
adjustment downward in the rates 
charged are provided for, in case the 
net heating value of gas delivered is 
below this minimum. 

The gas supplied by the Intervener 
Gas Company has an approximate net 
heating value of 940 B.t.u. Previous 
tests have shown that the gas secured 
by the Intervener Gas Company from 
the Monroe Gas Field in Louisiana is 
the lowest in heating value of any en- 
tering into the transmission lines of 
the company. The major contracts 
for the purchase and transportation of 
Monroe gas have expired or do expire 
prior to January 1, 1940, after which 
time the net heating value of the gas 


will be increased by the replacement of 
this volume with higher B.T.u. gas 
from the company’s own wells. In 
the interest of safety the company has 
found that it is necessary to run a 
large portion of the higher B.T.U. gas 
that it produces from its own wells 
through natural gasoline plants and 
extract the gasoline in order to supply 
a safe dry gas to its residential and 
commercial customers. This require- 
ment in the interest of public safety 
has the effect of increasing the dispar- 
ity in heating value of the gas deliv- 
ered by the intervener and that pro- 
posed to be delivered by the applicant 
company. 

In my opinion, the difference in 
B.T.U. content between the gas deliv- 
ered by the Intervener Gas Company 
and that proposed to be delivered by 
the applicant company should not be 
given any favorable consideration in 
the granting of this application. To 
do so would place a penalty upon the 
Intervener Gas Company for its op- 
erations necessary for public safety. 
Further, it is plain to me that the ne- 
cessity of having a supply of gas ade- 
quate to fulfill the terms of the orig- 
inal 10-year contract with the cement 
company was one of the factors that 
caused the Intervener Gas Company 
to enter into the 10-year contracts for 
the purchase of gas from the Monroe 
Gas Field. Therefore, the steps taken 
to assure the cement company a con- 
tinuous supply of gas has directly af- 
fected the heating value of that gas 
and to give consideration at this time 
to such heating value would be a di- 
rect penalty for proper operations. 


3. Facilities to serve. 
The applicant company proposes to 
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construct approximately 75 miles of 
88-inch line with a 6-inch spur line to 
the city of Hope Municipal Light and 
Water Plant and a 4-inch branch line 
to the Hope Brick Works. There is 
no question as to the ability of the ap- 
plicant company to construct such 
lines, and little doubt but that the fa- 
cilities proposed by the applicant com- 
pany will render satisfactory gas serv- 
ice to the area proposed to be served 
so long as the demand placed upon the 
system is within the capacity of the 
system to supply it. 

The facilities of the Intervener Gas 
Company are so arranged and con- 
structed that there could be and has 
been a minimum of interruptions in 
the service supplied by that company. 


4. Capital structure and financing. 
The original application requested 
approval of the issuance of a mort- 


gage upon the property of the compa- 
ny which was to be given to T. R. 
Jones, the contractor, in payment for 
the construction of the pipe line. The 
mortgage was to be paid in five instal- 
ments, the first four in the sum of 
$50,000 each, and the fifth for the 


balance. The first instalment was to 
become payable on September 1, 1940, 
and one instalment each year there- 
after until all were paid. Even after 
the entry of the Boettcher interest in 
the company the same general plan 
was proposed to be followed. In the 
hearing before the Department, cross- 
examination by the Commissioners in- 
dicated that this proposed plan of fi- 
nancing did not and would not meet 
with the approval of the Department, 
whereupon applicant company pro- 
posed, if required by the Department, 
to finance with half cash and half 
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mortgage, and if this plan were not 
satisfactory to put the entire amount 
of cash into the project with no mort- 
gage. 

The plan as first proposed, in my 
opinion, indicated purely a promotion- 
al scheme whereby the common stock- 
holders took no financial risk and 
stood to reap an enormous profit from 
the investment of $1 per share in 
1,000 shares of common stock. The 
majority opinion, while disapproving 
the proposed plan, did not establish a 
definite and clear plan of financing. 
Most certainly neither the proposed 
plan nor its promotional features are 
in any way persuasive to the granting 
of the application. 


5. Ability to operate. 

I do not question the ability of the 
owners of the applicant company to 
organize a competent and adequate op- 
erating force, and to operate the prop- 
erty in a satisfactory manner. 


Rates 


1. Comparison of rates. 

After a careful study of the major- 
ity opinion I have come to the conclu- 
sion that the majority has not made 
a definite and direct finding that the 
rates of the Intervener Gas Company 
are unreasonable. I do believe, how- 
ever, that the majority opinion makes 
the indirect finding that these rates 
are unreasonable and that the grant- 
ing of the application is based entirely 
upon this finding. 

In any application for a certificate 
of convenience and necessity, the bur- 
den of proof rests upon the applicant. 
If the question of the unreasonable- 
ness of the rates of the existing utility 
is a factor in determining public con- 
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venience and necessity, the burden of 
proving them unreasonable likewise 
rests upon the applicant. Any pro- 
ceeding upon an application for a cer- 
tificate of convenience and necessity to 
enter a territory already served would 
then become a rate case and, as such, 
would be subject to all of the factors 
necessary to be presented and consid- 
ered in that connection. Such a cir- 
cumstance would be absurd and this 
was recognized by both parties in the 
proceedings before the Federal Power 
Commission and this Department. 
Consideration of the reasonableness 
of the rates of the Intervener Gas 
Company was ruled out by the exam- 
iner in the proceeding before Federal 
Power Commission. The record of 


the hearing before this Department 
follows the same general procedure 
in that it does not contain sufficient 
evidence upon which to base a finding 


that any of the rates charged by the 
Intervener Gas Company are insuff- 
cient, reasonable, or excessive. 

The reasonableness of a utility rate 
can be definitely determined only by a 
thorough study of its property and 
records. A comparison of these rates 
with those of other similar utilities 
will serve as a rough check, but a 
Commission is not justified in making 
any finding as to the reasonableness of 
tates upon this basis. Where the dif- 
ference is large, it would undoubtedly 
serve to call attention to the fact that, 
upon investigation, the high rate could 
probably be reduced. Also in consid- 
ering such differences in rates it would 
be necessary to take into account the 
character of the company’s business, 
that is, the type of service it is render- 
ing. 

In this proceeding the primary pur- 
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pose of the application is to obtain au- 
thorization to serve three large indus- 
trial consumers. It was not proposed 
to serve residential consumers until 
after the injection of that possibility 
in the hearing before the Federal Pow- 
er Commission. The customers pro- 
posed to be served are high load factor 
consumers and as such are the most 
desirable type in that their use of gas 
is not subject to violent fluctuations in 
volume over any given period as is the 
case with the domestic and commercial 
consumers. The applicant company 
is taking from the Intervener Gas 
Company customers having a con- 
sumption record that is well estab- 
lished. They do not have the specula- 
tive aspects as would new untried cus- 
tomers coming onto a utility system. 

It is generally conceded, and I be- 
lieve it to be a fact, that with a regu- 
lated gas utility the revenue from in- 
dustrial contracts, provided it exceeds 
incremental cost, reacts beneficially to 
the domestic and commercial custom- 
ers. It is also evident that it is a 
more expensive operation per unit of 
service delivered, to serve domestic 
and commercial customers than in- 
dustrial. A company serving indus- 
trial customers alone, such as the three 
involved in this issue, on a full cost 
basis, could do so at a lower price than 
a company which is also serving the 
general public, particularly with a 
nearer supply of gas. 

The extent of the domestic and 
commercial service offered by the ap- 
plicant company is almost negligible 
when compared to the industrial busi- 
ness which it intends to serve. The 
following percentages have been de- 
rived from applicant’s exhibits and the 
Department’s records: 
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Applicant Company 
(Inc. Est. Sales in 4 Towns) 
Domestic and 
Commercial 


Per cent of total sales in M cu. 
4.43% 


In my mind the above comparison, 
showing the relatively small amount 
of the domestic and commercial busi- 
ness, is proof of the analogy of this 
issue to the Service Gas Company 
Case before the Pennsylvania Public 
Service Commission in which that 
Commission (on June 23, 1936) de- 
nied a similar application and in its 
decision stated: 

“We will first consider the matter 
of rates. It is not proposed to serve 
gas to domestic consumers, except 
such as may be located in close proxim- 
ity to the transmission mains of the 
Service Gas Company. Commercial 
consumers will not be served. The 
primary purpose of the application is 
to obtain authorization of the sale of 
gas to industrial consumers. 

“Tt is significant in this regard that 
the Service Gas Company proposes to 
serve only the large consumers of gas, 
so that, even if only a small number of 
customers take service from it, the 
loss to the companies now in the field 
will be large in amount. Thus, the 
proposed corporation, if it benefits any 
one in the last analysis, would confer 
that benefit only upon industrial users 
of gas at the expense of domestic and 
commercial consumers which appli- 
cants do not intend to serve. Such in- 
dustrial consumers as continue to take 
service from the established compa- 
nies would also be in danger of hav- 
ing their rates increased.” 15 PUR 
(NS) 202, 204, 205. 

Let me here state that the above dis- 
cussion on rates is not intended to be 
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Intervener Gas Company 
(Year 1938) 

Domestic and 

Commercial 


21.17% 
49.75% 


Industrial 


98.97% 
95.57% 


Industrial 


78.83% 
50.25% 
a defense of the present industrial 
rates of the Intervener Gas Company, 
but it is most obvious to me that the 
determination of. the reasonableness 
of an existing company’s rates by com- 
parison with those offered by one de- 
siring to enter the field under entirely 
different conditions of service is a 
dangerous practice and should not be 
indulged in by the body created by the 
statutes of the state to regulate and 
promulgate proper rates. 


I hold that in the event the majority 
had sufficient evidence before it in the 
record, and thereon made a finding, 
that the rates of the Intervener Gas 
Company are excessive, the remedy 
would lie in the establishment of prop- 
er rates. I again quote from the Serv- 
ice Gas Company Case: 

“Tt is our opinion that if the rates 
or service of the existing companies 
are improper or inadequate, the rem- 
edy lies in correction of such impro- 
priety or inadequacy rather than in 
the authorization of competition by a 
group which cannot assure, even to a 
restricted section of the public, the 
continuance either of the lower rates it 
offers, or of the gas supply which it 
proposes to furnish.” 15 PUR(NS) 
at p. 209. 


2. Method of determining industrial 
rates. 
The Intervener Gas Company in- 
troduced a considerable amount of 
testimony dealing with its methods of 


determining industrial rates. The 
statement was made that the domestic 
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and commercial users of the company 
are ultimately benefited by the practice 
of holding the industrial rates to a 
level which would be somewhat lower 
than costs for other competing fuels. 
The rates for the three industrial con- 
sumers in this proceeding are, accord- 
ing to the record, such as to give these 
consumers a somewhat lower fuel cost 
by the use of gas at these rates, than 
they could obtain by using oil or coal. 
Although I do not agree in every de- 
tail with the Intervener Gas Company’s 
contention, there is merit in the theory 
that industrial gas rates should be 
based upon the cost of competing fuels 
so that the rates of the remaining cus- 
tomers on the system may be benefici- 
ally affected. 

There are many who hold that reg- 
ulation should not attempt to establish 
industrial rates but that they should 
be allowed to adjust themselves by 
competition with other types of fuel. 
Applicant company’s witness, Con- 
nor, a consulting engineer of Dallas, 
Texas, with wide experience in nat- 
ural gas rates and other matters, was 
of the opinion that this theory is 
sound. 

In response to questions in line with 
this thought this witness answered as 
follows : 

“T think a natural gas pipe-line com- 
pany should endeavor to secure all the 
fuel business it can possibly secure at 
a rate which would give an operating 
profit, providing it has plant capacity 
to render that class of service. I think 
it should undersell any fuel available 
to any consumer to get the business if 
he can. I do not think it should re- 
duce that price below a fair competi- 
tive price, because whatever it gets 
from those sources, of course, will 


reflect in the over-all gross earnings 
and has a corresponding effect on the 
domestic rate. 

“T think the regulatory Commission 
should let them go out and make the 
best trade they can with anybody. 


“T think in the long run the best in- 
terests of all concerned would be best 
served by that method, as I view it. 
It would be a very difficult process to 
attempt to fix rates for a class of serv- 
ice which is strictly competitive. You 
might have a schedule of rates on 
which you have predicated your do- 
mestic business which would be too 
high, and a company would come in 
with a new schedule of rates, and if 
they wanted to hold the business they 
would have to—even though the fixed 
rate had not been in effect more than 
a month—junk the whole procedure. 
I think the question of discrimination 
should be weighed, too. I think if a 
utility serving the general public 
should have a situation arise where 
some industrial on its system, by rea- 
son that its location with reference to 
competitive fuel, created a situation 
where the company could buy fuel 
lower than the uniform rate, that the 
utility had fixed for its entire system, 
I think the utility should be permitted 
to retain that business, even at a lower 
rate than similar classes of business on 
other portions of its system without 
being charged with discrimination, for 
the reason that the probabilities are 
that the customer would be in position 
to take advantage of that lower rate 
anyhow, that is, if somebody agreed to 
build a line up to him. The existing 
or operating company of an integrated 
system should be permitted to meet 
that competition by the Commission 
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and those are matters the Commission 
should have jurisdiction over. Most 
companies have a uniform schedule 
throughout their system, but they 
should be allowed to vary that sched- 
ule to meet a situation like that, and 
not be charged with discrimination 
against similar classes of business of a 
pipe-line system.” 

I cannot join in a finding that the 
rates established by a utility, follow- 
ing this theory of rate making, are un- 
reasonable and exorbitant when a 
policy, consistent with the views of 
the Department on the subject, has 
not as yet been established by the De- 
partment. 

Whether we agree with these the- 
ories or not is a matter of opinion and 
judgment. We cannot, however, 
overlook the fact that any reductions 


Cost of Property 
Distribution 


Branch 
Line 
$9,400 
2,960 

3,4 


System 
$6,540 
3,437 
4,136 
3,237 


Town 
Bradley 
McNab ... 
Fulton 


proposed by the applicant company in 
these towns had some persuasive effect 
upon the granting of the application 
and in support of this I quote the fol- 
lowing paragraph from the majority 
opinion : 

“All industrial, domestic, and com- 
mercial rates now available to natural 
gas consumers in the immediate terri- 
tory proposed to be served by the ap- 
plicant company are _ substantially 
higher than similar classifications of 
service offered by the applicant com- 
pany.” 

The following is a tabulation of the 
estimated cost of the branch lines and 
distribution systems in the four towns 
with the net revenue available for re- 
turn and the per cent return on the 
cost according to the applicant com- 
pany’s exhibits and testimony: 

Per Cent 


Return on 
Investment 


0.48% 


Annual Net 
Revenue Avail- 


Total able for Return 


$15,940 
97 


, 


7,538 
5,337 








$17,350 


made in the industrial rates will effect 
a reduction in the revenue received 
by a company from this source and 
will, in the end, adversely affect the 
rates paid by the domestic and com- 
mercial consumers when the total rev- 
enue of the utility, necessary to yield 
a fair return, is set by the regulatory 
body. 


3. Domestic and commercial rates 
proposed by applicant company in 
the towns of Fulton, Bradley, Sara- 
toga, and McNab. 

It is my opinion that the domestic 
and commercial rates, namely, 45 cents 
and 22 cents per thousand cubic feet, 
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$35,212 


I call attention to the fact that in 
these exhibits all of the gas sales in 
these towns were calculated at 45 cents 
per thousand cubic feet, this in spite 
of the differential in rates proposed 
by the applicant company for domestic 
and commercial customers. In the 
calculation of the net revenue shown 
above there is no charge for any use 
of the main 83-inch transmission line. 

Assuming 6 per cent as a rate of 
return, the total net requirement, giv- 
ing no consideration to income tax, on 
the cost of $35,212 would be $2,113. 
The net revenue available for return, 
not considering income tax, as shown 
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by the earnings statement would be 
a total of $206. This would result 
in an amount of $1,907 less than a 6 
per cent return. The total estimated 
gas sales, as shown by the income 
statement, is 12,360 thousand cubic 
feet, which, when divided into the $1,- 
907 would be 15.4 cents per thousand 
cubic feet. This is the average 
amount per thousand cubic feet that 
the 45-cent rate, used in the earning 
statement, is deficient in yielding suff- 
cient revenue to pay a 6 per cent re- 
turn upon the cost of the spur lines 
and distribution systems. This 
amount added to the 45 cents would 
give an average rate of 60.4 cents per 
thousand cubic feet which would still 
be less than would be required if these 
consumers were to be charged their 
full cost of service. 

The above calculations show that 
rates quoted by an applicant to serve 
should be carefully examined to de- 
termine whether or not such rates 
should be adopted and used for com- 
parative purposes. I am not averse to 
the theory which allows domestic and 
commercial customers to be served at 
lower rates by virtue of the earnings 
from industrial service when the rea- 
son for these lower rates is recognized. 


Effect on Other Customers of 
Intervener Gas Company 


In my opinion the granting of this 
application will have a material detri- 
mental effect upon the rates to be 
charged all of the other customers 
now being served by the Intervener 
Gas Company in the state of Arkan- 
sas. To me, this one thing has more 
to do with the justification of the 
granting or denial of the application 
than any other factor. Throughout 
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the hearing I waited to see what evi- 
dence, if any, would be presented on 
this subject and at the conclusion of 
both the applicant’s and intervener’s 
case the record contained so little evi- 
dence bearing on this matter that I 
deemed it necessary to call upon two 
members of the Department’s staff 
who had been directly in charge of 
the Department’s investigation of the 
Intervener Gas Company, seeking to 
determine in my own mind in what 
manner the granting of the certificate 
would affect the present gas consum- 
ers other than those proposed to be 
served by the applicant company. 

The effects of the granting of the 
application upon the other customers 
are many and varied. Some are not 
fully determinable in dollars and cents, 
while others are subject to rather ac- 
curate determination. I do not believe 
that the granting of this application 
will make it necessary for the rates to 
the other industrial, domestic, and 
commercial customers to be increased 
at this time. I do think, however, 
that in the final adjudication of the 
Department’s present investigation of 
the Intervener Gas Company the rates 
for domestic and commercial custom- 
ers will be materially higher than they 
would have been had the application 
been denied. 

Measured in dollars and cents the 
net revenue loss to the Intervener Gas 
Company by the severance of these 
three industrial customers has been 
estimated to be $197,900 per year. 
As I now see it, the final rate reduc- 
tion found by the Department will be 
decreased by at least this amount, 
which will mean that on an average 
each of the 44,000 other customers of 
the company in the state of Arkansas 
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would pay a monthly bill which would 
be 37.5 cents higher than it would 
have been had the application been de- 
nied. This calculation does not take 
into consideration any further de- 
crease in industrial revenues which 
will necessarily occur by the reduction 
of rates to other industrial customers 
to a level comparable to those estab- 
lished by the applicant company. 

It is generally conceded that non- 
competitive enterprises do not enjoy 
a rate of return comparable with the 
rate received by those companies faced 
with a possibility of having certain of 
their properties rendered inoperative 
and perhaps valueless by the building 
of duplicate facilities by competitors. 
This fact was recognized in the recent 
decision of Federal Judge Ragon in 
Arkansas Louisiana Gas Co. v. Tex- 
arkana (1936) 17 F Supp 447, 17 
PUR(NS) 241, 265, in which a 6 
per cent rate of return was established, 
although the Arkansas Louisiana Gas 
Company contended that a rate of re- 
turn of 8 per cent on transmission 
lines and 10 per cent on distribution 
properties should be allowed. Judge 
Ragon said: ‘The hazards of the oc- 
cupation is likewise to be considered in 
arriving at a proper rate of return.” 
He referred to the rule as laid down in 
Willcox v. Consolidated Gas Co. 
(1909) 212 US 19, 48, 53 L ed 382, 
29 S Ct 192, 198, 48 LRA(NS) 1134, 
15 Ann Cas 1034, by quoting as fol- 
lows: 

“There is no particular rate of com- 
pensation which must, in all cases and 
in all parts of the country, be regard- 
ed as sufficient for capital invested in 
business enterprises. Such compensa- 
tion must depend greatly upon cir- 
cumstances and locality; among other 
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things, the amount of risk in the busi- 
ness is a most important factor, as well 
as the locality where the business is 
conducted, and the rate expected and 
usually realized there upon invest- 
ments of a somewhat similar nature 
with regard to the risk attending them. 
There may be other matters which, in 
some cases, might also be properly 
taken into account in determining the 
rate which an investor might prop- 
erly expect or hope to receive and 
which he would be entitled to without 
legislative interference. The less risk, 
the less right to any unusual returns 
upon the investments. One who in- 
vests his money in a business of a 
somewhat hazardous character is very 
properly held to have the right to a 
larger return, without legislative inter- 
ference than can be obtained from an 
investment in government bonds or 
other perfectly safe security.” 

In this case a 6 per cent of return 
was also established, even though the 
company had contended for a higher 
rate. 

A further reason for a lower rate of 
return because of lack of competition 
is found in the following quotation 
from the Texarkana Case, supra, at 
p. 266 of 17 PUR(NS): 

“The company enjoys, for all prac- 
tical purposes, a monopoly in its line 
of business in the territory affected. 
The hazards of this industry are re- 
duced to a minimum when compared 
to experiences of other companies en- 
gaged in the same industry. The only 
competition arising out of the avail- 
ability of cheaper fuels.” 

The treatment of industrial cus- 
tomers in the decision in the Texar- 
kana Case was to leave the rates un- 
disturbed and to use the net profit 
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from industrial sales as a credit to the 
cost of gas to the domestic and com- 
mercial customers. The establishment 
of a lower rate of return than that 
claimed by the company was justified, 
to a great extent, on the basis of the 
company’s being a monopoly and not 
threatened with competition except by 
other fuels. 

I am of the opinion that the grant- 
ing of the application may have a fur- 
ther detrimental effect upon the 44,- 
000 other customers of the Intervener 
Gas Company in the state of Arkansas 
through the establishment of a higher 
rate of return than the Department 
could have established had the appli- 
cation been denied. 

The majority opinion under the 
heading of “Effect on Other Custom- 
ers” in regard to the loss of the busi- 
ness by the Intervener Gas Company, 
stated as follows: “It is the opinion 
of the Department that the Intervener 
Gas Company has the opportunity to 
secure added revenue from new busi- 
ness which is available in this area to 
offset the loss of revenue from the 
three industrial customers.” 

If, the statement of the majority 
opinion is a fact, it is just as reason- 
able to have expected the applicant 
company to have obtained its business 
from the new business available in 
this area instead of adversely affect- 
ing the customers on the system of the 
Intervener Gas Company by taking es- 
tablished business from it. 

Whether or not the Intervener Gas 
Company is able to obtain added rev- 
enue to offset the loss in revenue oc- 
casioned by the severance of the three 
industrial customers from its system, 
the fact remains that the net revenue 
lost will never benefit the remaining 
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customers in the form of decreased 
rates. It may be said further, that if 
the application had been denied and 
the Intervener Gas Company permit- 
ted to retain these customers, any new 
business obtained would assist in fur- 
ther lowering rates. 

Another example of the detrimental 
effect upon the remaining customers 
after the severance of the three in- 
dustrial customers is found in the in- 
vestment that remains and is necessary 
to serve the domestic and commercial 
customers in the territory adjacent to 
the cement company. The Intervener 
Gas Company has served the cement 
company, the towns of Okay, Wash- 
ington, Ashdown, Nashville, and Min- 
eral Springs from a 10-inch line and 
extensions laid at the time of the be- 
ginning of service to the cement com- 
pany. 

A total of 654 domestic and com- 
mercial customers is served from the 
distribution systems in these towns. 
The total cost of these transmission 
lines (not including distribution sys- 
tems) is shown by the record to have 
been $385,517. The idle capacity in 
the 10-inch line from Trees compres- 
sor station to Okay, if the cement 
company load were lost, has been esti- 
mated to be approximately $100,000, 
which is the difference between the 
cost of the 10-inch line and the cost of 
a 6-inch line, necessary to serve the 
remaining customers. Assuming that 
the Department, in its pending rate 
case with the Intervener Gas Compa- 
ny, would be justified in excluding this 
idle capacity from the rate base, there 
would remain a direct investment of 
$285,517 in transmission lines to serve 
only the 654 remaining domestic and 
commercial customers. This will re- 
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sult in a transmission line investment 
for this part of the system much in 
excess of the average per customer for 
the state of Arkansas. 

In concluding my remarks on this 
section I again quote from Pennsyl- 
vania Public Service Commission in 
Re Service Gas Co. (1936) 15 PUR 
(NS) 202, 207, which so aptly ex- 
presses my opinion: 

“Tt is therefore clear that any ad- 
vantage which could accrue to certain 
industrial consumers might be bought 
at too great a cost to the remaining in- 
dustrial, commercial, and domestic 
consumers.” 


Effect upon Department’s Investiga- 
tion of Intervener Gas Company 


The majority opinion dismisses con- 
sideration of the Department’s pend- 
ing system-wide rate investigation of 
the Intervener Gas Company with the 


declaration that it should not affect a 
decision in this case. I cannot ac- 
quiesce in this view. 

The decision for the applicant com- 
pany will have a major effect upon the 
ultimate outcome of the investigation. 
The decision establishes a policy which 
will affect the rate of interest required 
to attract capital for investment in 
the existing utility. It will necessitate 
the reclassification of certain facilities 
to nonused-or-useful property, or it 
will impose upon the remaining cus- 
tomers of the Intervener Gas Compa- 
ny’s system certain costs now allocable 
to the three industrial customers to 
be served by applicant company. It 
will have a serious effect upon the de- 
mand and commodity basis most likely 
to be used by the Department in deter- 
mining costs. It will undoubtedly 
have a marked effect upon the projec- 


tion of revenue for the Intervener Gas 
Company and in this way seriously re- 
duce the amount of rate reduction 
which the Department may obtain. 

In order that there may be no mis- 
interpretation of my position I wish 
to go on record that at this stage of 
the investigation of the Intervener 
Gas Company, I am convinced that 
rate reductions will be made. I can- 
not say now to what extent or which 
classification of service will receive 
most benefit. I do most emphatically 
believe, however, that if industrial 
revenues, as in the instant case, are di- 
verted from the Intervener Gas Com- 
pany, there will result a corresponding 
lowering of the amount of rate reduc- 
tion which the Department may be 
able to obtain. 


Effect upon Stipulation between the 
Department and Intervener Gas 
Company 
As set out in the facts of this or- 

der, the Department and the Inter- 
vener Gas Company entered into a 
stipulation providing for refund from 
January 1, 1938, to be made to cus- 
tomers in the event the Department is 
able to establish rate reductions in cer- 
tain amounts. The majority opinion 
has held that the existence of this stip- 
ulation does not warrant the denying 
of the application. 

With respect to the industrial cus- 
tomers of the Intervener Gas Compa- 
ny, the Department must secure rate 
reductions in the amount of at least 
$125,000 annually in order for the re- 
fund to be made. It is evident to me 
that with the Department giving its 
sanction to a competing enterprise, 
which will in effect reduce the gross 
industrial revenue of the Intervener 


32 PUR(NS) 252 





a eo & OO Gee OS 


RE LOUISIANA NEVADA TRANSIT CO. 


Gas Company by an amount of, 
roughly $268,000 annually, it will be 
just that much more difficult to secure 
a sufficient rate reduction among this 
class of consumers to justify the re- 
fund. It might very easily result in 
decreasing the amount of reduction to 
such an extent that no refund at all 
would be due and payable. 

Considering the magnitude of the 
effects of the granting of the applica- 
tion, I do not see how the majority 
can find that the existence of the stipu- 
lation should be disregarded in pass- 
ing upon the question. 


Applicant Company's Proposed 


Earnings 


Since the majority opinion does not 
require service to be extended to the 
four towns at this time, a revised 
earning statement eliminating them 
should be made. This statement, based 
on a value of $461,000 (proportion- 
al amount of total value used by ma- 
jority with towns eliminated) show- 
ing the net return and percentage of 
return sought by the applicant com- 
pany is as follows: 


Net 
Return 
$62,183.51 
68,397.00 
98,321.69 
97,760.55 
97,199.41 


Rate of 
Return 


13.49% 
14.84% 
21.33% 
21.21% 
21.08% 


This apparent intent to earn what, 
upon its face, is an excessive rate of 
return, leads me to believe that the 
project was from its inception a specu- 
lative venture and the applicant com- 
pany is not imbued with the idea of 
rendering a utility service regulated 
for the benefit of the consuming public. 
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Conclusion 

I have set out in the foregoing 
what, in my opinion, are the major 
points involved in this proceeding and 
my conclusions thereon. The appli- 
cant company failed to prove conven- 
ience and necessity, and that the facts 
in the case did not justify the grant- 
ing of the application. It is my opin- 
ion that the Department, in disposing 
of the issues raised by this proceeding, 
should have taken the following ac- 
tion: 

1. Denied the application on the 
grounds that public convenience and 
necessity does not warrant the con- 
struction. 

2. Ordered the Intervener Gas 
Company to serve the three industrial 
customers at the 10-cent rate in accord- 
ance with the offer made by that com- 
pany in the hearing, this rate to re- 
main in effect until such time as the 
proper rate is finally determined by 
the Department. 

3. Ordered the Intervener Gas 
Company to make a survey of each of 
the towns of Bradley, McNab, Fulton 
and Saratoga, to determine the feasi- 
bility of giving service to these towns. 

4. Ordered the Intervener Gas 
Company to make a similar survey for 
the town of DeQueen. 

5. Provided for the Intervener Gas 
Company to construct such facilities 
found to be feasible by these surveys. 

6. Stated that it stands ready to 
establish proper wholesale city gate 
rate for the city of Hope at which the 
Intervener Gas Company would ren- 
der service from its system when the 
city had consummated its stated inten- 
tion to acquire the Intervener Gas 
Company’s distribution system locat- 
ed in that city. 
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Had the Department followed the 
above-outlined procedure its action 
would have avoided the needless and 
wasteful duplication of facilities and 
would not have placed any penalty up- 
on the remaining customers on the 


lines of the Intervener Gas Company 
for the specific benefit of three indus- 
trial customers. It is my opinion such 
action would have been in the interest 
of the entire gas consuming public 
affected by this issue. 





MICHIGAN SUPREME COURT 


Johnson 


F. Ritchie 


Vv 


Council of City of Harrisville 


[No 153.] 


(— Mich —, 


289 NW 197.) 


Municipal plants, § 25 — Debt limit — Revenue bonds. 
1. Bonds payable solely from the revenues of a municipal plant, the construc- 
tion and operation of which they were issued to finance, are not debts within 
the meaning of constitutional and statutory limitations, p. 255. 
Municipal plants, § 25 — Revenue bonds — What constitutes public debt. 
2. Revenue bonds issued to obtain a portion of the fund needed to con- 
struct a municipal plant, and payable solely from the revenues of such 
plant, do not create a debt in excess of statutory limitations, although part 


of the cost of the project is to be 


derived from the sale of general obligation 


bonds and from the general fund of the city, p. 255. 
[December 19, 1939.] 


ees from decree of dismissal in suit to restrain munict- 
pality from issuing and selling revenue bonds; affirmed. 


APPEARANCES: William R. Bar- 
ber, of Harrisville, for appellant ; Her- 
bert Hertzler, of Harrisville, for ap- 
pellee. 


CHANDLER, J.: The city of Har- 
risville has partially completed the 
construction of a municipal water sup- 
ply and distribution system, the total 
cost thereof being $61,572.92, said 
sum to be derived from the following 
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sources: $40,384.04 from the Feder- 
al government ; $10,000 from the sale 
of general obligation bonds of the city 
of Harrisville; $1,188.88 from the 
general fund of the city; and the bal- 
ance of $10,000 from the sale of reve- 
nue bonds issued pursuant to the pro- 
visions of Act No. 94, Pub. Acts 1933, 
as amended by Act No. 66, Pub. Acts 
1935 (Stat. Ann. § 5.2731 et seq.). 
Plaintiff, a taxpayer of the city, 
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filed the bill of complaint herein to re- 
strain the legislative body of the mu- 
nicipality from issuing and selling the 
revenue bonds to be issued as afore- 
said. The trial court dismissed the 
bill of complaint and plaintiff appeals. 

The principal and interest of the 
proposed issue is to be payable out of 
revenues to be derived from the oper- 
ation of the completed project. Plain- 
tiff contends, that because part of the 
cost of such project is to be derived 
from the general fund of the city and 
part from the sale of general obliga- 
tion bonds, the proposed revenue bonds 
create a debt in excess of the limita- 
tions imposed by 1 Comp. Laws 1929, 
§§ 2091, 2092 (Stat. Ann. §§ 5.1886, 
5.1887). 

[1,2] It is established beyond dis- 
pute that bonds payable solely from 
revenues of the particular utility in- 
volved are not debts within the mean- 
ing of constitutional and statutory lim- 
itations. Young v. Ann Arbor (1934) 
267 Mich 241, 255 NW 579; Block 
v. Charlevoix (1934) 267 Mich 255, 
255 NW 579; Gilbert v. Traverse City 


(1934) 267 Mich 257, 255 NW 585; 
Attorney General v. State Bridge 
Commission (1936) 277 Mich 373, 
269 NW 388, 270 NW 308; Michi- 
gan Gas & E. Co. v. Dowagiac (1936) 
278 Mich 522, 270 NW 772. 


The principal argument seems to be 
that these cases only apply in instances 
where the entire cost of the project is 
supplied by proceeds from the sale of 
revenue bonds. We can see no dis- 
tinction between the case at bar and a 
case where an addition is made to an 
existing public project and the entire 
revenues thereof, after the addition is 
completed, are to be used in payment 
of principal and interest of bonds is- 
sued under the provisions of the cited 
statutes. Such a question was pre- 
sented in Gilbert v. Traverse City, su- 
pra, and was decided adversely to the 
contentions of appellant. That deci- 
sion controls the instant case. 

The decree is affirmed, but without 
costs as a public question is involved. 


Butzel, C. J., and Wiest, Bushnell, 
Sharpe, Potter, North, and McAllis- 
ter, JJ., concur. 





CALIFORNIA RAILROAD COMMISSION 


Re California Motor Express, Limited 


[Decision No. 32653, Application No. 23165.] 


Security issues, § 103 — Stock dividend — Reimbursement of treasury. 


A public utility will be authorized to issue stock to reimburse its treasury 
for the acquisition of a like sum which the company has accumulated from 
the operation of its business, such stock to be distributed to stockholders 
as a stock dividend, resulting in the transfer of the amount involved from 


surplus to capital stock account. 


[December 19, 1939.] 
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Y  gmmecies for authority to issue stock to reimburse express 
company’s treasury; granted. 


By the Commission: California 
Motor Express, Ltd., asks permission 
to issue 300 shares of its common 
stock at a stated value of $174 per 
share, or an aggregate stated value of 
$52,200, to reimburse its treasury for 
the acquisition of a like sum which 
applicant has accumulated from the 
operation of its business. 

California Motor Express, Ltd., is 
engaged in the transportation of prop- 
erty as a common carrier between 
points in central and southern Califor- 
nia under, and in accordance with its 
express tariffs on file with the Com- 
mission. It does not own or operate 
any motor equipment but transports 
its express shipments over the lines of 
other common carriers. Shipments 
between San Francisco and Oakland, 
on the one hand, and Los Angeles on 
the other hand, are transported over 
the line of California Motor Trans- 
port Co. Ltd., a highway common car- 
rier, operating under certificates of 
public convenience and necessity grant- 
ed by the Commission. Between Los 
Angeles and other points in southern 
California, applicant transports its ex- 
press shipments over the lines of other 
and various common carriers. 

Applicant’s revenues for the nine 
months ending September 30, 1939, 
are reported at $468,517.12. As of 
September 30, 1939, applicant reports 
its assets and liabilities as follows: 


¥ 


Current Assets 
Cash on Hand and 
in Banks 
Accounts Receivable 
Advances to Of- 
ficers, Employees 
Capital 
Furniture & Fix- 
tures 
Less Reserve 
Depreciation 
Deferred Assets 
Special Deposits .. 
Prepaid Insurance 
Stationery & Sup- 


$238,930.38 


$130,034.29 
56,918.19 


51,977.90 


$4,043.97 
2,164.02 


for 


$243,814.97 


Total Assets 
Liabilities 
Current Liabilities and 
Surplus $143,879.81 
Accounts Payable .. $125,599.39 
C. O. D.’s Payable 9,621.93 
Advances and Be- 
3,786.06 


yond Charges ... 
Accrued Taxes Pay- 
4,872.43 


Total Liabilities & Sur- 

$243,814.97 
The $8,700 of outstanding capital 

stock is represented by 50 shares. 
The stock which applicant desires 
to issue will be distributed to its stock- 
holders as a stock dividend. The re- 
sult will be the transfer of $52,200 
from surplus to the capital stock ac- 
count. In its petition, applicant re- 
cites that it intends and agrees that it 
will at no time declare any cash divi- 
dend unless its net current assets are 
equal to the stated value of all of its 
outstanding stock. It should likewise 
cease to make loans to its stockholders. 
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With MAGIC Margin (a 


ONLY ROYAL HAS IT! 


HERE is a startling, new, auto- 
matic feature that makes. typing 
easier, faster, better-looking! 

Secretaries everywhere are tell- 
ing their employers how MAGIC 
Margin saves fingers from stub- 
born margin “stops’—how it en- 
ables every typist to “set up” 
every letter just the way her boss 
wants it. 

Memo to “The Boss:”’ Ask 
your secretary about MAGIC 
Margin. She knows you are pay- 
ing for time wasted by hand mar- 
gin setting . . . for the bad im- 
pression which may be created 
when letters are hurried and suf- 
fer from improper margins! 


CALL ROYAL... 


Give the New Easy-Writ- 
ing Royal THE DESK 
TEST— it costs nothing. 
And it will prove every- 
thing. In your office, with 
your own operators—Com- 
pare the Work! 


patented Royal feature) the 
operator can instantly (1) ar- 
range left and right-hand mar- 
gins of any letter; (2) indent 
paragraphs and quotations; 
(3) set up any series of 
points; (4) work wonders 
with complex forms of every 
kind and shape. 


Royal Typewriter Co., Inc., 
2 Park Avenue, New York. 
Factory: Hartford, Conn. 


*Trade-mark, Reg. U. 
Of. Copyright 1940, 
Typewriter Company, 


L WORLD'S NO. I TYPEWRITER 


Pat. 
oe 
Ine. 
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information about manufacturers, 
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new products, and new methods. Also news on 
personnel changes, recent and coming events. 


Commonwealth Edison Plans 
$100,000,000 Outlay 


HARLES Y. Freeman, chairman of the 

Commonwealth Edison Company of 
Chicago, announced recently that approxi- 
mately $100,000,000 will be spent by the utility 
system for new construction and expansion 
purposes in the next three years. This pro- 
gram should provide, he said, not only for 
the estimated growth in the system load but 
also the reserve necessary for proper opera- 
tion of the system. 

The construction program as outlined by 
Mr. Freeman contemplates that for 1940, 1941 
and 1942 about 360,000 kilowatts of additional 
electric generating capacity will be installed, 
taking into account the retirement of certain 
older units which are to be dismantled. 

The construction program for 1940, which 
is now under way, involves the expenditure of 
approximately $42,000,000. The two major 
projects under way will provide over 200,000 
kilowatts of additional electric generating 
capacity at two stations, half of which is to 
be ready this Fall and the remainder in the 
Fall of 1941. 


Paper-Users Reference Book 
Issued by Weston 


(74 ESTON’S Red Book,” a_ pocket-size, 
ready-reference book of value to all 
users of quality, rag content ledger, index, 
machine accounting and bond papers, contains 
a complete description of the entire Weston 
line with all the information necessary to se- 
lect the right paper for records, forms, re- 
ports, correspondence and similar usages. It 
also contains useful information and tables 
such as trade customs, comparative weights, 
dictionary of paper terms, carton packing 
schedule, names for sizes of ledger papers, etc. 
Copies of the “Red Book” may be secured 
free‘on request from Byron Weston Company, 
Dalton, Mass. 


A. T. & T. Reports 82,600 
Gain in Phones 


A of about 82,600 telephones in service 
was recorded in March by principal sub- 
sidiaries of American Telephone & Telegraph 
Co., it was announced. 

At the end of March this year there were 
about 16,795,300 telephones in the Bell system, 
according to the announcement. 


1939 Industrial Safety Record 
Best In Chrysler History 


—_ in Chrysler Corporation’s plants for 
the year 1939 was greater than in any other 
year of the Company’s history, according to a 
report made public by C. T. Winegar, director 
of personnel of the corporation. 

During 1939, Mr. Winegar pointed out, 
there were 15.6 percent less accidents per man 
hours worked than in 1938, and 45.45 percent 
less than the average for the last ten years, 
(The only years for which there are complete 
records). 


Nelson Fritz Appointed 
to Asplundh Staff 


E gee Asplundh Tree Expert Company an- 
nounces the appointment of Nelson H. 
Fritz, graduate forester, to its staff of experts. 

For the past six years, Mr. Fritz has been 
district forester for the state of Maryland, a 
state whose rigid tree trimming requirements 
are at times a decided handicap to the utilities. 
With his understanding of both sides of the 
question, the Asplundh Company feels that it 
can give full measures of service to its clients 
in their line clearance problems, assuring satis- 
faction to all parties concerned. 

Mr. Fritz will also conduct the Training 
School required for all Asplundh workmen. 
This company believes that through education 
and public relations, the tree conscious public 
will realize that trees can be properly treated, 
while at the same time, allowing adequate 
clearance for utility wires. 


Lewis H. Brown Reports to 
J-M Workers For ’39 


A NEw “every day arithmetic” which is be- 
ing developed to dispel the mysteries which 
industrial workers find in the financial opera- 
tions of modern-day business, took another 
stride forward recently when Lewis H. 
Brown, president of Johns-Manville made his 
annual report to J-M employees. 

Instead of the usual formal report, filled 
with a bewildering array of figures, Mr. 
Brown’s report makes clear to each worker 
just exactly how the “J-M Dollar” was spent 
in 1939. Cartoons portray the “J-M Dollar” as 
a gnomelike figure, whose adventures explain 
such mysterious sounding accounting terms as 
“surplus,” “returns and allowances” and “de- 
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e With Greater Accuracy 





THE ONE-STEP METHOD 


” Gr wih Albee 


R & S Bill Frequency Analyzer: developed for our Utility Rate Service. 
The kw.-hrs. billed are entered on the adding machine keyboard. A tape is 
prepared of all items and a ption total lated which serves as a 
control. At the same time—through this single operation—the bill count for 
each kw-hr. step is made by the electrically controlled accumulating registers. 














@ A continuance of frequent rate changes—the necessity of checking load-building 
activities—the pressing need for current data on customer usage—are but a few of 
the reasons many Companies are using R & S ONE-STEP METHOD to analyze and 
compile information required for scientific rate making. They have not only reduced 
the costs on this work, but have obtained monthly or annual bill-frequency tables in 
a few days instead of weeks and months. 


@ Write for your copy of "The One-Step Method of Bill Analysis," an interesting 
descriptive folder which contains a questionnaire to guide you in describing your 
particular needs. 


Recording & Statistical Corporation 
Utilities Division 
102 Maiden Lane, New York, N. Y. 


Boston Chicago Detroit Montreal Toronto 
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preciation and depletion.” This is the third 
annual report in which Mr. Brown has simpli- 
fied the financial operations of Johns-Man- 
ville in a form readily assimilated by the in- 
dustrial workers of the corporation—a form 
which Mr. Brown has pioneered. 

To show exactly what happened to all of 
the money taken in by the Company during 
the year, Mr. Brown asks that employees think 
of the total amount as “just 100 cents”—one 
dollar—and each cent as one per cent. Then 
the cartoon shows where each cent in the dol- 
lar went; 61 cents for raw materials, selling 
and production expenses; 32 cents for wages 
and salaries; 5 cents for stockholders divi- 
dends; and “2 cents was set aside for the 
financial safety of jobholders and_ stock- 
holders.” 

Included in this report for the first time is 
a “quiz” department in which Mr. Brown 
answers clearly such controversial questions 
between capital and labor as “Do the stock- 
holders get too much profits ?” ; “Tf the of- 
ficers of the Corporation weren’t paid such big 
salaries wouldn’t the employees be able to get 
a lot more?”; and “Are taxes as important to 
jobholders as employers say they are?” 


Westinghouse Announces New 
Multi-Job Cleaner For Home 


| genoa ong as a complete home cleaning 
service because of the many functions it 
performs, a new cylinder-type vacuum cleaner 
known as the “Pacemaker” is announced by 
the Merchandising Division, Westinghouse 
Electric & Manutacturing Company, “Mans- 
field, Ohio. 

The new cleaner provides a complete home 
cleaning service because in addition to clean- 
ing rugs, it does many other cleaning jobs in 
the home. 

The cleaner cylinder is all-steel, finished in 
a baked-on gray hammered effect, and the 
ends are of polished chromium. The cleaner 
stands on end for ease of removing dust. 
Placed in the center of a room, the cleaner 
has a 26-foot cleaning radius. All tools are 
protected by soft rubber bumpers. 

George E. Wagner, former laundry equip- 
ment regional supervisor of Westinghouse 
Electric and Manufacturing Co., has been ap- 
pointed manager of the vacuum cleaner sec- 
tion of the appliance department. 





STURGIS 


POSTURE CHAIRS 


Easily and quickly adjusted 
A model for every need 
WRITE FOR CATALOG 

STURGIS POSTURE CHAIR CO 








$1,437,000 Program Planned by 
Pennsylvania Edison Co. 


Wi H. Wade, vice president of the 
Pennsylvania Edison Company, an- 
nounced the company will spend $1 “437,000 
this year for improvements in central and 
southern Pennsylvania. 


Chevrolet Sales Increase 


HEVROLET dealers’ retail sales of new cars 

and trucks in the month of March totalled 
106,014, an increase of 41.1 per cent over the 
February record, it was announced recently at 
the company headquarters. Sales for the 
month were the highest recorded since April, 
1937, comparison of the figures showed. 

Sales for the first quarter, the report 

showed, were 254,751, as compared with 191,- 
607 in the first quarter of 1939. The increase 
amounts to 33.0 per cent. 


“Gas Wonderland” at New 
York World’s Fair 


Fyre gas industries will be represented 
at this year’s New York World’s Fair by 
a new and different group of displays to be 
known as “Gas Wonderland” which will be 
filled with all sorts of novelties and surprises, 
according to an announcement from Gas 
Exhibits, Inc., the non-profit organization that 
sponsors the exhibit. 

“Conceived on more dramatic and spectacu- 
lar lines than those of 1939, this year’s displays 
will embody new elements of showmanship 
that will emphasize the marvelous progress 
which all branches of the gas industry have 
made in creating appliances and equipment 
that add to the comfort of the home,” the an- 
nouncement stated. 


New Trenching Machine 
Performs Three Operations 


(a 4 opEL 80” Cleveland Trencher’s recent- 

ly announced machine which per- 
forms three important operations—backfilling, 
tamping and pipe laying—is equipped with a 
built-in tamping device which drops a weight 
of 175 pounds 45 times per minute, with a re- 
sultant impact of 380 foot-pounds. 

Because of the gearing, these blows overlap 
considerably and both the force of the blows 
and their regularity are held absolutely uni- 
form. It has been demonstrated that the 
Model 80 can replace as much, or more, dirt in 
the trench as was originally taken out. 

It is often possible to pull the dirt in with 
the backfill scraper, as tamping progresses, 
thus creating practically a 100 per cent machine 
operation, adding materially to the savings. 

The tamping boom is quickly movable, per- 
mitting tamping with the machine astraddle 
of the trench or as much as 34 feet from the 
edge of trench. 
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BETTER PRODUCTS... 


because Cities Service 


knows your problems! 


Cities Service Oil Company engineers are concentrating 
their efforts daily on solving the various lubrication 
problems with which industry is faced. 


Wherever moving surfaces come together, no matter 
what the speed or load, Cities Service can recommend 
authoritatively the correct lubricants to use. Whether 

you need heavy greases for 
massive gears or the lightest 
of oils for delicate precision 
machines, Cities Service is 


ready to fill your every need. 


Cities Service engineers will 
be glad to discuss your lubrica- 


tion problems with you. 


CITIES SERVICE INDUSTRIAL OILS 


Compressor Oils Marine Engine Oils 

Cutting Oils Quenching and Tempering Oils 
Diesel Engine Oils Sewing Machine Oils 

Cylinder Oils Spindle Oils 

Star Ice Machine Oils Transformer Oil 

Leather Finishing Oils Turbine Oils 

Loom Oils Wool Oils 


Hour of Stars—The Cities Service Concert with Lucille Manners, Ross Graham, 
the Cities Service Orchestra and Singers under the direction of Frank Black, broad- 
cast every Friday evening at 8 P.M., E. S. T., over the N. B. C. Red Network. 
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The manufacturer claims that the cost of 
tamping with the Model 80 is at least 40 per 
cent less than by any other method. 

For pipe placing, the boom and cable- 
winches of the Model 80 have been purposely 
made strong enough to permit the handling 
and laying of pipe, pulling of sheathing and 
other light crane-operations. 

Complete information regarding this new 
machine can be secured by writing direct to 
The Cleveland Trencher Company, 20100 St. 
Clair Avenue, Cleveland, Ohio. 


Research Fellows Appointed by 
Westinghouse Laboratories 


Fae sania of the third annual group of 
five Westinghouse Research Fellows has 
been made by the Westinghouse Research 
Laboratories. Selected from a group of forty- 
two applicants for fundamental research in 
physics, chemistry, mechanics, and metallurgy, 
the men are: 

Dr. Jerald E. Hill, University of Rochester, 
for research in nuclear physics with the large 
electrostatic generator. Dr. Hill will be par- 
ticularly interested in measuring thresholds 
and excitation functions for proton-neutron 
reactions. 

Dr. Sidney Krasik, Cornell University, for 
research on fundamentals of velocity-modu- 
lated electron beams as generators of ultra 
high frequency radiations. Dr. Krasik has 
been associated with Professor L. P. Smith of 
Cornell in electronics research. 

Dr. Walter Kauzmann, Princeton Univer- 
sity, for research in application of the absolute 
reaction rate theory of chemical kinetics to 
liquid flow and solid plasticity problems. Dr. 
Kauzmann is also interested in the study of the 
solvent effect on optical rotatory power as a 
tool for studying molecular interactions in 
liquids. 

Dr. Frederick W. Stallman, University of 
Illinois, for research in nuclear physics. Dr. 
Stallman is particularly interested in the study 
of the photo disintegration of the deuteron by 
gamma rays and of the angular distribution 
of the protons produced in this way. 





DICKE TOOL CO., Ine. 
DOWNERS GROVE, ILL. 
Manufacturers of 
Pole Line Construction Tools 
They’re Built for Hard Work 








MARTENS & STORMOEN 
successors to 
THONER & MARTENS 
Heavy Duty Switches 
15 Hathaway St., Boston, Mass. 














Dr. David P. Stevenson, California Inst). 
tute of Technology, for research in chemical 
bond resonance energies with the aid of the 
mass spectrometer. Dr. Stevenson is also in- 
terested in the study of resonance energies by 
use of gaseous electron diffraction methods, 


G-E Exhibits Glass House at 
San Francisco Fair 


“PHANTOM house” built of plate glass 
A heads the spectacular features listed for 
the new $250,000 General Electric exhibit in 
preparation for,the 1940 Goiden Gate Interna- 
tional Exposition. 

Robert L. Smallman, who has just been 
named manager of the exhibit, lists the fea- 
tures scheduled as follows: 

The “Phantom House,” a full-size five-room 
model home of ultramodern design, with out- 
side and inside walls of transparent glass, 
beautifully decorated and electrically equipped 
throughout. A bevy of beautiful hostesses 
will conduct visitors through the glass house, 

The largest light in the world, 50,000 watts, 
lighted at regular intervals for first time in 
the West. 

New production of the “House of Magic,” 
half-hour scientific stage show with latest de- 
velopments from the General Electric research 
laboratories. 

Broadcasting under glass from a new “fish- 
bowl” studio at KGEI, international broad- 
casting station transmitting Exposition pro- 
grams to Latin America, Asia, the Antipodes 
and South Africa. 

Animated “light-conditioning” display, con- 
trasting old and modern home lighting 
methods. 

Replica of Edison’s laboratory, with old- 
fashioned glass blower making the first elec- 
tric lamps just as Edison did. 

A “Magic Kitchen,” which 
walks.” 

“Tire-o-Scope,” device which X-rays auto- 
mobile tires for hidden nails, glass, cuts, and 
weak spots. 


“talks and 


Cascade at Tower of Light 
Rivals Famous Waterfalls 


SCENIC cascade higher than many famous 
A waterfalls, and only 50 feet lower than 
Niagara Falls, yet so skillfully designed that 
spectators who stand a few feet from its base 
will not be sprayed with water, will be a fea- 
ture of the Singing Tower of Light at the 
Westinghouse Building at the World’s Fair. 

The cascade will shimmer at night in 
white light produced by a series of powerful 
tiny mercury arc lamps. Its revolutionary de- 
sign, embracing a series of 15 waterfalls each 
eight feet tall, and set vertically one above the 
other, makes it the first of its kind in the 
world. 

Four centrifugal, 75-horsepower pumps, 
possessing a combined pumping capacity of 
12,500 gallons of water per minute, will feed 
water to the falls. 
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Short Deliveries! 


Prevailing business activities do not inter- 
fere with the long-established policy of 
Pennsylvania Transformer Company to 
render quick, efficient service and to meet 


short deliveries! 





Pennsylvania invites you to fully utilize 


its extensive facilities for building trans- 





formers from the largest, most specialized 
power or industrial type to the smallest 


distribution size! 
































= COMPANY 
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CONTROL CABLE 
DROP CABLE 


LEAD COVERED 
CABLE 


MAGNET WIRE 
PARKWAY CABLE 


RUBBER COVERED 
POWER CABLE 


SERVICE EN Ci 
CABLE 


SIGNAL CABLE 
VARNISHED 
CAMBRIC 

CABLE 


WEATHERPROOF 
WIRE 


In that case, gentlemen, you need |7iiee 

All types of Build- 
ing Wire and all 
kinds of Special 
Cables to meet 
A.S.T.M., A.RA, 
1.P.C.E.A., NE. 

and all 


M.A., 
Moisture Resisting Rubber Covered Reet, ae 
BUILDING WIRE ity Companies 


Specifications. 


Now, this superior insulation is available for 

building wires where they are to be installed in 

moist locations and where lead sheath is not 

acceptable. CRESCENT IMPERVEX building wire 

is especially suitable for replacing lead sheathed 

wires in existing conduits when increasing the Send for 

capacity of the system. Due to its smaller over- 

all diameter, more wires of the same size or New 

wires of larger gauge mdy be used. ‘ 
Bulletin 


on 
CRESCEN 
IM PERVE} 
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fruck Buyers Demand Facts— 


CHEVROLET GIVES 


See your Chevrolet dealer for 


a copy of the booklet ‘‘Certi- 
fied Proof.”” It contains all of 


the figures relative to Chev- 
rolet truck test runs. 


_ 


Here are facts about 

Chevrolet truck per- 

formance on the long- 

est truck test run ever 
onducted under the supervision of 
he American Automobile Association, 
sing a stock 114-ton Chevrolet truck, 
ind traveling through Canada, Mexico, 
and every State in the Union. 


Number of miles é ‘ . . - 100,015.9 
Payload 4590 Ib. 


(exclusive of driver and observer) 


Contes i AA 
in Yas) . 

Pica Anton Hoary 
tony re 

Bass, the 
he Are cttton Pisa *S0Citign 





Gross weight 9260 Ib. 
(with driver and observer) 


Average speed... . 33.07 miles per hour 
Average miles per gallon of gasoline . . 15.10 
Oil actually 93.29 quarts 





Total cost for repairs, replacements 
(including twelve tires), gas, oil 
and lubrication . . $0.00419 per ton-mile 


These facts prove conclusively that 
Chevrolet trucks are low in operating 
and maintenance costs, and are excep- 
tionally dependable and durable under 
the hardest usage. 


CHEVROLET MOTOR DIVISION, General Motors Sales Corporation, DETROIT, MICHIGAN 


GivwGy BEST HAULERS « BEST SAVERS « BEST SELLERS 
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Trend of 


The illustrations on these pages show the trend in design of B&W 
Boiler units for central-station service and the rate of acceptance of 
each design as indicated by the charts showing the cumulative total 
of steam-generating capacity ordered. 

The charts indicate that when new types of equipment, such as 
boilers, show in operation unmistakable evidence of fundamental 
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Twenty B&W High-Head Boilers in service 
or on order have a combined capacity of 
almost 8,000,000 Ib. of steam per hr. 
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Twenty-two B&W Radiant Boilers having a 
total capacity of over 8,500,000 Ib. of steam 
per hr. are in service or on order. 





THE BABCOCK & WILCOX COMPANY... 85 LIBERTY STREET... NEW YORK, N.Y. 
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fli Boiler Design 


soundness, and the manufacturer has the reputation of standing 
solidly back of his product, they are readily adopted. 

Companies that have installed boilers of these types enjoy the 
benefits to be derived from the use of equipment designed to meet 
today's new and exacting operating requirements—through the use of 
design principles that are advanced yet of demonstrated soundness. 
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Fourteen B&W Open-Pass Boilers having an Forty-four Integral-Furnace Boilers in service 
aggregate capacity of over 6,000,000 Ib. in, or on order for, central stations have a total 
of steam per hr. are in service or on order. capacity of over 5,000,000Ib. of steam perhr. 


BABCOCK & WILCOX. 
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There’s Buy Appeal 
In the Modern Design of 


NIAGARA 
GAS FURNACES 


HE eye-appeal makes a buy appeal in Niagara Winter 
Ti. Conditioning and gravity units. Modern casing de- 
sign . . . concealed controls . . . copper chrome cast iron: 
or ... Toncan iron heat exchangers . . . the choice of belt 
or direct drive blowers with two-speed control . . . the ex- 
clusive Niagara summer-winter switch . . . combine with 
high efficiency and low prices to give you a furnace appreci- 


ated by home owners and builders alike. 


Write for complete information 


The Forest City Foundries Company 


2500 West 27th Street Cleveland, Ohio 
Established in 1890 
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SPRAGUE COMBINATION METER-REGULATOR 


LATEST ACHIEVEMENT 
IN 
GAS MEASUREMENT AND 
CONTROL. 


For Manufactured, 
Natural and Butane Service 


Write for bulletin. 


THE SPRAGUE METER CO. 


Bridgeport, Conn. 











HYDRAULIC TURBINES 
BUTTERFLY VALVES 
MECHANICAL RACK RAKES 
GATES—HOISTS 
PENSTOCKS, ETC. 


Bolting the Spiral Casing before Riveting 
NEWPORT NEWS SHIPBUILDING AND DRY DOCK COMPANY 
Hydraulic Turbine Division 
NEWPORT NEWS, VA. 
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HI-PRESSURE CONTACTS | 


characterize all 


R®1E swrenne cquement 


The Hi-Pressure contact, a feature originated by 
The Railway and Industrial Engineering Com- 
pany, has revolutionized modern switch design. 
Switch contacts are wiped clean of dirt, corrosion, 
metal oxides, etc., with each operation and a clean 
metal to metal contact is assured. 


Pressure is constant, assuring a contact which is 
free from the arcing or spitting which interferes 
with proper radio reception. 


The original Hi-Pressure contact switches have 
been giving satisfactory service under all operating 
conditions for many years. 


RAILWAY& INDUSTRIAL 


ENGINEERING CO. 
GREENSBURG, PA. 


Sales offices in principal cities 





Craftsmen engaged in 
shaping trees to accomo- 
date lines for the smooth 
transmission of light, power 
and communications. 


ASPLUNDH TREE EXPERT Company 
Home Office JENKINTOWN, PA. Ogontz 3750 


Chicago, Ill. Randolph 7773 Columbus, Ohio Adon: 5:12 
Binghamton, N. Y. Binghamton 4-5314 Alexandria, Va. Alexandria 150 


Write for our Illustrated Booklet 


LINE CLEARING 





Wilson, Herring and Eutsler's 


PUBLIC UTILITY 
REGULATION 


571 pages, $4.00 


N analysis of the nature, extent, and problems of 

public utility regulation in the United States, 
with emphasis upon the expanding role of the Feder 
Government in the regulation of public utilities, it 
activities in undertaking power projects and pro 
moting rural electrification, and the issues involved 
in governmental ownerships. The well-rounded treat 
ment and critical viewpoint will be of aid to all who 
are interested in evaluating the present status of 
public utility regulation, its strengths, weaknesses, and 
significance for privately-owned industry. 


Order from 


Public Utilities Reports, Inc. 


Munsey Bldg. Washington, D. ¢. 
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MODEL 80 


CLEVELAND— 
rent—The Only Mac 


hine of its Kind— 


CLEVELAND—"BABY DIGGER" 
Backfills — ‘Tamps — Lays 


Model 9 : 
a Performs 
Pipe. 


New—Distinctive—Diffe 


3 important operations — 


Suburban 
obl to 231, in. Wi 
oe —Compact—Fas 


1d States, 


je Federal 
ilities, its ITH the two “ 
a on pene eae ts tee ee Ne ; 
Tineteetae tos earth tamped. from the breaking of ati oar 
the » time-pr , e 
weight—easy to m in a ey fast, flexible, streamli 
ie rugged and abunda — the job, easy to sans amlined for light 
h least “times-out” e you to get your pipe i ave the 
Write today. out” and at lowest cost. Be ae ee quickly, 
—get the details— 





S THE CLEVELAND TRENCHER COMPANY 
a ee 


( 
WY "Pioneer of 
2 of the S Hs 
0100 ST. CLAIR AVENUE mall Trencher 
CLEVELAND, OHI Ae 
, OHIO 
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Sangamo Meter: 
in “‘A’’ and “s' 
Mountings 


Sangamo modern m 

ters, whether singlephas 

watthour meters—co 
bination singlephase watthour meters and tim: 
switches, with either single or two-rate regi 
ters—or two-element watthour meters—all gr; 
designed for modern "A" and "S" mounting, 


Modern Meters for Modern Loads! 


SANGAMO ELECTRIC COMPANY 


SPRINGFIELD, ILLINOIS 








SAVE MONEY with 


Many Utility Companies are saving money by 
using the Vari-Typer . . . the composing Type 
Writer with changeable faces and spaces. This 
compact office machine reduces composition and WRITE TODAY for new 


ses demonstration portfolio, “How 
printing costs for rate schedules, office forms, Usilisy Companies ave Sevtat 


bulletins, booklets, folders, etc. Investigate the Money with Vari-Typer” with 


savings possible on all your required printing. —_ samples of work pro- 
uced, } 


RALPH C. COXHEAD CORPORATION 


333 Sixth Avenue Manufacturers of Vari-Typer New York City 























Public Utilities Fortnightly—The review magazine of current 
opinion and news relating to Public Utilities. Conducted as an open 
forum for the frank discussion of both sides of controversial utility 
questions. Issued every other Thursday—26 numbers a year—Annual 
subscription $15.00. 
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Once the plans are approved, the materials 
specified and construction begun on your 
new power plant or process lines, every day 
counts. Your new installation will be more 
efficient, will return larger profits than the 
old one — but not until it is in operation! 

Grinnell Prefabrication provides a sound, 
tested short-cut to quick erection. Accurate 
sub-assemblies, prefabricated to  specifica- 


tions, are easily and economically field-welded 


PREFABRICATION BY CRINNELL 


Public Utilities Fortnightly 


into a finished piping system, ready for use. 

Grinnell’s advanced plant facilities, strate- 
gically located for service to the East, Cen- 
tral South and Western parts of the continent 
... Ability to interpret ideas and plans into 
piping . .. Qualified welders and experienced 
shop men are among the reasons why it pays 
to “Give the plans to Grinnell!” Grinnell Co., 
Inc., Executive Offices, Providence, R. L., 
Branch offices in principal cities. 


WHENEVER PIPING IS INVOLVED 
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“TESTED sy E-TL” 


Rubber gloves are symbolic of the tests on 
linemen’s protective equipment which Electrical 
Testing Laboratories is constantly carrying on 
for central stations. Last year 46,760 pairs of 
lineman’s gloves were tested, just to be sure that 
they were electrically safe for linemen to use. 

Other equipment used by linemen also under- 
goes periodic protective tests at E. T. L. Our 
clients agree that this is valuable and inexpensive 
insurance for them and for linemen. 


Testing Rubber Gloves at ETL 


ELECTRICAL 
TESTING 
LABORATORIES 


East End Avenue and 79th Street 
New York, N.Y. 




















DAVEY TREE TRIMMING SERVICE 


= 


JOHN DAVEY 


Founder of Tree Surgery 


Davey Service Pleases 


@ Low Unit Costs 
@ Availability Everywhere 
@ Hand-picked Men 
@ Constant Supervision 
@ Reliability 

Always use dependable Davey Service | 


DAVEY TREE EXPERT CO. KENT, OHIO | 


DAVEY TREE SERVICE| 











P. U. R. QUESTION 
SHEETS 


AN EDUCATIONAL OPPORTU. 
NITY for public utility men. A 
fortnightly quiz of ten questions 
and answers on practical financial 
and operating questions discussed 
and decided by the State and 
Federal Commissions and Courts 
in their investigations of public 
utility companies. 


Ten questions and answers every 
two weeks—annual subscription 
$10.00. 


Send your order to— 


PUBLIC UTILITIES 
REPORTS, INC. 


1038 Munsey Bldg., Washington, D. C. 
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More than a million in use show that 


won ROBERTSHAW DIASTAT 


is simpler, stronger, surer! 








All Robertshaw products enjoy the great advan- 
tage of the work carried on constantly at the 
Robertshaw Research Laboratory, a laboratory 
devoted exclusively to the development of im- 
proved designs and production methods in the 
field of automatic temperature control. 
Robertshaw’s stainless steel Diastat — electric- 
welded, solderless, non-corroding—is a Robertshaw product throughout. Into 
it has gone the best that forty years of manufacturing experience—plus un- 
equaled research, product development and manufacturing facilities—provide. 


a ROBERTSHAW THERMOSTAT COMPANY 


| YOUNGWOOD, PA. 





MORE INCOME FROM GAS RANGES. This different sales manual 
not only shows your salesmen how to increase their earnings but 
fires them with enthusiasm to go out and do it. Write for a copy. 
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PROFESSIONAL DIRECTORY 


@ This Directory is reserved for engineers, account- 
ants, rate experts, consultants and others equipped to 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, 
financing, design and construction. 














THE AMERICAN APPRAISAL GOMPANY 


INVESTIGATIONS e VALUATIONS «© REPORTS 
PROPERTY EXAMINATIONS AND STUDIES for 
ACCOUNTING AND REGULATORY REQUIREMENTS 

CHICAGO - MILWAUKEE - NEW YORK - WASHINGTON ~ And Other Principal Cities 








DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA 


PACKARD BUILDING 








vesion DOC), Bacon s Davis, anc. mere osm 


CONSTRUCTION 


OPERATING COSTS Engineers 


VALUATIONS AND REPORTS 
OHICAGO PHILADELPHIA NEWYORK LOS ANGELES WASHINGTON 


INTANGIBLES 











LIVINGSTON, McDOWELL & CO. 


Usility CERTIFIED PUBLIC ACCOUNTANTS 
Consultants Sree 
AMERICAN INSTITUTE OF ACCOUNTANTS 
PENNSYLVANIA INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS 
1518 WALNUT Sr. PHILADELPHIA, Pa, 
D. M. LIVINGSTON, C. P. A. ( PA.) 
FORMER MEMBER: 


: C. WHITFORD MCDOWELL, C. P. A. (PA.) (MD.) 
PENNSYLVANIA PUBLIC UTILITY COMMISSION 





Mention the FortNicHtLy—It identifies your inquiry 
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ENGINEERS 


120 Broadway 
Purchase—-Sales 
Management 


New York 
Business Studies 


J. H. MANNING & COMPANY 
Field Building 


New Projects 
Consulting Engineering 
Public Utility Affairs including Integration 


Chicago 
Valuations 
Reorganizations 
Mergers 








ENGINEERS 


NEW YORK 


CHICAGO 


SANDERSON & PORTER 


VALUATION DEPARTMENT 
APPRAISALS AND RATE QUESTIONS 








ENGINEERS 


Chicago 


Sargent & Lundy, Incorporated 


Steam and Electric Plants 
Utilities—Industrials 
Studies—Reports—Design—Supervision 








STONE & WEBSTER ENGINEERING CORPORATION 


DESIGN AND CONSTRUCTION 
REPORTS * EXAMINATIONS ¢ APPRAISALS 
CONSULTING ENGINEERING 


BOSTON e NEW YORK e CHICAGO « PITTSBURGH ¢ SAN FRANCISCO © LOS ANGELES 








BLACK & VEATCH 


CONSULTING ENGINEERS 


Appraisals, investigations and _ re- 
Ports, design and supervision of con- 
struction of Public Utility Properties 
4706 BROADWAY KANSAS CITY, MO. 


CHENEY AND FOSTER 


Engineers and Consultants 


61 BROADWAY NEW YORK 








EARL L. CARTER 


Consulting Engineer 


REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 


PUBLIC UTILITY 


ROBERT E. FOLEY 


Erecting Engineer 

Telephone Lines—Rural Lines—Fire Alarms— 
Transmission Lines 

Binghamton, N. Y. 





48 Griswold St. 








VALUATIONS AND REPORTS 
814 Electric Building Indianapolis, Ind. 











(Concluded on following page) 
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Francis S. HABERLY 
ENGINEER 


Appraisals—Property Accounting Reports 
—Cost Trends 


122 SOUTH MICHIGAN AVENUE, CHICAGO 


SLOAN & COOK. 
CONSULTING ENGINEERS 


{20 SOUTH LA SALLE STREET 
CHICAGO 


Appraisals—Original Cost Studies 
Depreciation, Financial, and Other Investigations 








JACKSON & MORELAND 
ENGINEERS 


PUBLIC UTILITIES—INDUSTRIALS 
RAILROAD ELECTRIFICATION 
DESIGN AND SUPERVISION—VALUATIONS 
ECONOMIC AND OPERATING REPORTS 


BOSTON NEW YORK 


J. W. WOPAT | 


Consulting Engineer 
Construction Supervision 


Appraisals—Financial 
Rate Investigations 


1510 Lincoln Bank Tower Fort Wayne, Indiana 











JENSEN, BOWEN & FARRELL 


Engineers 


Ann Arbor, Michigan 


Appraisals - Investigations - Reperts 
in connectien with 
rate inquiries, depreciation, fixed capital 
reeslassification, original cost, security issues. 








Representation in this Professional Directory 
may be obtained at very reasonable rates, 
Kindly address inquiries to: 


ADVERTISING DEPARTMENT 
Public Utilities Fortnightly 
1038 Munsey Building 
Washington, D. C. 




















P. U. R. DIGEST 


CUMULATIVE 


A Digest That Is Serviced 


The Only Complete Digest of Public Service Law and Regulation 





A WORK OF PRIMARY AUTHORITY CONTAINING THE 
DECISIONS AND RULINGS OF THE 


A SHORT CUT 
COVERING 


et Yeas State Courts 


AN EXHAUSTIVE 
SURVEY OF 
THE LAW 





United States Supreme Court 
United States Circuit Courts SIMPLE 
of Appeals 
United States District Courts 


Federal Regulatory 
Commissions 
State Regulatory Commisssions 
Insular and Territorial Regulatory 
Commissions 


ALPHABETICAL 
CLASSIFICATION 
OF SUBJECTS 


A GREAT REVIEW 


A GREAT SERVICE 








WRITE FOR PRICE AND PAYMENT PLANS 


PUBLIC UTILITIES REPORTS, INC. 


Tenth Floor, Munsey Building, Washington, D.C. 
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You can organize a centralized “Customer Relations Depart- 
ment” at once without avy change in your record equipment 


through— 


DICTOGRAPH 


Customer-Felations Equipment 





We will gladly demonstrate the Dictograph method of centralized in- 
formation planned to work in with your present credit, service, meter 


and bookkeeping records. 


Specially designed Customer-Relations Equipment planned to meet your 
individual requirements will enable centralized customer contact points 
to secure information almost instantaneously and render quick, courte- 


ous, efficient service to your customer. 


Dictograph Customer-Relations Equipment is successfully serving: 


Cincinnati Gas and Electric Company 
Columbus and Southern Ohio Electric Co 
Delaware Power and Light Company 
East Ohio Gas Company 

Kansas City Power and Light Company 
Michigan Consolidated Gas Company 
Minneapolis Gas Light Company 
Northwestern Ohio Natural Gas Co 
Potomac Electric Power Company 
United Gas Corporation 

Virginia Electric & Power Company 
Washington Water Power Company 


May we have our Special Utility repre- 
sentative call to discuss your problem 
with you... ne obligation. 


DICTOGRAPH SALES CORPORATION 


580 Fifth Ave., New York, N. Y. 


Manufacturers of precision equipment since 1902 


Cincinnati, Ohio 
Columbus, Ohio 
Wilmington, Del. 
Akron, Ohio 
Kansas City, Mo. 
Detroit, Mich. 
Minneapolis, Minn. 
Toledo, Ohio 
Washington, D. C. 
Houston, Texas 
Norfolk & Richmond, Va. 
Spokane, Wash. 


DICTOGRAPH SALES CORPORATION, 
580 Fifth Ave., New York 


(CO Please send me literature on Dictograph 
Equipment. 


OC] Please have representative call. 
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INDEX TO ADVERTISERS 


The Fortnightly lists below the advertisers in this issue for ready refer- 
ence. Their products and services cover a wide range of utility needs. 


A 


Aluminum Company of America 
American Appraisal Company, The . 
Asplundh Tree Expert Company 


B 


Babcock & Wilcox Company, The 
Barber Gas Burner Company, The 
Black & Veatch, Consulting Engineers 
Burroughs Adding Machine Company ... 





Cc 











*Carpenter Manufacturing C y 
Carter, Earl L., Consulting Engineer 
Cheney and Foster, Engineers 
Chevrolet Motor Division of General 
Sales Corp. 
*Chicago Wheel & Mfg. Co. 
Cities Service Petroleum Products 
Cleveland Trencher Company, The 
Combustion Engineering Company, Inc. 
Coxhead, Ralph C., Corporation 
Crescent Insulated Wire & Cable Co., Inc. 








D 


Davey Tree Expert Company 

Day & Zimmermann, Inc., Engineers 
Dicke Tool Company, Inc. 
Dictograph Sales Corporation 
*Dillon, W. C. & Co., Inc. 
Ditto, Inc. 
Dodge Division of Chrysler Corp. 











E 


Electric Storage Battery Company, 
Electrical ctor Laboratories 
Elliott C 

Elliott Addressing Machine Co., The 





EF 


Foley, Robert E., Erecting Engineer 
‘ord, Bacon & Davis, Inc., Engineers .... 

*Ford Motor C y 

Forest City Foundries C pany 








G 


General Electric Company 
Grinnell Company, Inc 








H 


Haberly, Francis S., Engineer 
Hoosier Engineering Company 


I 


International Harvester Company, Inc. 
Inside Back Cover 


*Fortnightly advertisers not in this issue. 


J 


Jackson & Moreland, Engineers 
Jensen, Bowen & Farrell, Engineers 
Johns-Manville Corporation 

Jones & Laughlin Steel Corp. .... 


K 


Kerite Insulated Wire & Cable Company, Ine, 
Th 2 





e 
Kinnear Manufacturing Company, The .......... 


L 
Livingston, McDowell & Co. 
Lumbermens Mutual Casualty Co. 
M 
Manning, J. H. & Company ..........-00.-..20.----:stsctuall 


Martens & Stormoen 
Merco Nordstrom Valve Company 








N 


Nation’s Business 

Neptune Meter Company 22 | 

Newport News Shipbuilding & Dry Dock Com- 
pany 











P 


Pennsylvania Transformer Company 
Pittsburgh Equitable Meter Company .... 


R 


Railway & Industrial Engineering Company ... 
Recording & Statistical Corp. 

Remington Rand, Inc. 
Ridge Tool Company, The 
Riley Stoker Corporation 
Robertshaw Thermostat Company 
Royal Typewriter Company, Inc. ......... 











Ss 


Sanderson & Porter, Engineers ...... 

Sangamo Electric Company 

Sargent & Lundy, Incorporated 

Silex Company, The Inside Front Cover 
Sloan & Cook, Consulting Engineers ... eae 
Sprague Meter Company, The 

Stone & Webster Engineering Corporation 
Sturgis Pasture Chair Company 





Vv 
Vulcan Soot Blower Corp. 
w 
Westinghouse Electric & Rs CO. sno ee 


Weston, Byron, C 
Wopat, J. W., Consulting Y winginesting 


























ternational Harvester’s new small TD- 
Diesel TracTracTor is the best news 
a long time for users who need the 
werful versatility of a small crawler 
th the fuel economy of Interna- 
bnal’s full Diesel engine. 


The TD-6, smallest of International’s 
tr new Diesel crawler tractors, is only 
4 inches long ...a flexible, easily 
pneuvered unit for working in close 
arters. It gets its smooth-flowing 
wer from the International ful] Diesel 
gine. That means operating costs are 
t right from the start. You save on 
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he New, Small INTERNATIONAL 


TD-6 DIESEL TracTracTor 





indy . 





fuel; you get the added International 
quick-starting feature. 


Fast gear shifting, five forward speeds, 
operator comfort, accessible controls, and 
adjustable levers and pedals are other 
features that combine to make the TD-6 
the outstanding crawler value in its class. 
See the nearby International industrial 
power dealer or Company-owned branch 
for information on the TD-6 and its three 
larger brothers in the International line. 


INTERNATIONAL HARVESTER COMPANY 


(Incorporated) 
180 North Michigan Avenue, Chicago, Illinois 


INTERNATIONAL HARVESTER 
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This 21%-pound first-stage 
bucket is capable of develop- 
ing more than 600. horse- 
power. Steam pressure, 1200 
pounds; temperature, 950 F 


HE present-day turbine bu 

is in itself the highest wih 
that can. be paid to. the designer, 
metallurgist, and the operating ¢ 
neer. For in it are combined the reg 
of 40 years of inténsive research 
devélopment. {| Turbines. We k 
of no other machine in which 
perature and stress are combined 
such a torturous union. Where st 
is admitted at a temperature 
enough to set fire to wood, and 
hausted a fraction of a second | 
too cool for a comfortable bath. ! 
the buckets—hundreds of thet 
move faster than the speed of 80 
Those are conditions with which 
ingenuity of man. has had to 
{| Yet, the ‘electrical industry 
learned to’ expect the turbine 
operate more reliably and efficie 
and do more work, with each | 
design. And that is our rivht. We 
made it so through the close co-op 
tion of buildervand user. § As 
look at the record of the industry; 
also at the record. of General El 
turbine-generators. There is hat 
a better criterion-of electrical prog 
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